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What We May Expect

A

G A I N it appears that the stock exchange may be used as an index of
forthcoming business conditions. In the
light of the past, its recent activity seems
to presage an era of prosperity. Facilities of brokerage houses have been taxed
to the limit in order to handle the enormous
volume of transactions which have taken
place at continually rising prices. Every
day has seen a long list of stocks reach
new high levels for the year. 1 he trading
has not been confined to a few issues, but
has been widely diversified and representative of the country's leading industries.
The unusual activity of the exchange has
not been unwarranted. The business outlook appears to be the best in several
years.
Our country has practically
emerged from the period of depression of a
few years ago. The uncertainties of the
"election year" have passed, and the
return to power of the present conservative administration has been a stabilizing
factor in our industries. The situation in
Europe has begun to look more favorable
than at any other time since the war.
German rehabilitation is being accomplished through the agency of the Dawes
plan; and the relations among the nations,
at least on the surface, are again cordial.
Apparently, it may reasonably be expected that there will be a rise in the
general price level during the coming
months. The leading price indexes re-

cently have begun to show an increase.
Professor Irving Fisher's index number of
the wholesale prices of two hundred representative commodities stood at 154.6 for
the week ended December 5, as against
142.3 for the week ended July 11, the low
point of the year. Prosperity is contagious. When the producers in one group of
industries begin to receive more for their
output, their demand grows for the products of other groups, with a resulting
tendency towards higher prices for the
other products. The movement thus becomes a progressive one.
It seems that there may be expected
also an increase in volume of business,
accompanied by an extension of facilities
for production. The railroads have announced an ambitious program for 1925.
The number of corporate security issues
for purposes of expansion is already on
the increase.
Present tendencies indicate that we are
not in imminent danger of another period
of inflation and over-expansion.
The
present signs of prosperity appear to be
warranted by conditions.
A general
betterment has become manifest in the
status of almost all our industries, including agriculture. The general attitude prevailing seems hopeful rather than overoptimistic.
It is not amiss, nevertheless, to bespeak
caution in expanding our industries, lest
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we unwittingly overreach ourselves before
we are aware of it. We do not all of us
stop to reflect at the height of our prosperity. The leading reviews and forecasts, while expressing a belief in the
soundness of present conditions, sound a
note of warning against the evils which
usually follow an era of successful business.
The present conservative state of mind,
however, when viewed in the light of the
past, augurs well for the future. There
seems to be a widespread belief in the

January

soundness and stability of existing conditions, and coupled therewith an earnest
desire to maintain the equilibrium. Those
in charge of the nation's industries appear
to have profited by the abundant experience of the past, in basing their programs
for the future more largely on past realizations than on possibilities. If the needed
restraint is placed upon any future tendencies towards over-expansion that may
arise, it seems that there may be expected
a long continued period of prosperity.

Concerning the Revenue Act of 1924
X P A Y E R S throughout the country
TArecently
were startled when the pub-

licity features of the Revenue Act of 1924
were brought to their attention by the
public press. For many months prior to
the passage of the Act it was known that
Congress would eventually demand a
certain degree of publicity in the tax
affairs of the country, and the extent
thereof was clearly and definitely indicated on June 2, 1924, when the President
affixed his signature to the completed law.
Yet the startled surprise and indignation
were apparently as great as might have
been expected had no previous knowledge
existed that such announcement must of
necessity be made to comply with the
requirements of the new Act. Is it not
possible that other changes in the new
law equally important to the taxpayer
have failed to receive the attention they
deserve?
The intent of the Revenue Act of 1924
is to give relief to the individual taxpayer.
Such benefit as results to the corporate
taxpayer is incidental to the tax reduction
to the individual. In the following brief
summary of the changes effectuated it will
be noted that in nearly every instance it
is the individual who receives the relief.
The immediate benefit of the new law
was the reduction of the 1923 taxes of
individuals to the extent of 25 per cent.
Such reduction cannot be applied to the

taxes for 1924, for which year a reduction
in normal and surtax rates gives a substantially equivalent relief.
Beginning
with the 1924 return, the normal tax on the
first 34,000 of net income in excess of the
exemptions is reduced from 4 to 2 per cent.
The tax on the next 34,000 is 4 per cent.
instead of 8 per cent., and on income in
excess of $8,000 the rate is reduced from
8 per cent. as fixed by the 1921 Act, to
6 per cent. The very material mitigation
in the tax burden of the great mass of
small taxpayers is vividly revealed when
it is considered that 6,400,000, or over 96
per cent., of the 6,650,000 personal returns
filed for the calendar year 1921, were
filed by individuals having incomes of not
over $8,000.
Relief is also extended in a more limited
degree to individuals with higher incomes.
Surtaxes formerly began with 1 per cent.
at $6,000 and reached 50 per cent. at
$200,000. The rates now begin with 1
per cent. at $10,000 and increase to 40 per
cent at $500,000, the greatest benefit enuring to incomes of $100,000 and over.
For the calendar year 1921 less than
one-half of one per cent. of the personal
returns filed reported income of the latter
amount.
Additional relief is given the taxpayer
through removing the limitation on the
exemption of $2,500 for married persons
and heads of families, the full deduction
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now being available without regard to the
amount of net income. However, the
personal exemption of $1,000 or $2,500,
which was formerly fixed by the status of
the taxpayer on the last day of the taxable
period, must now, provided the status is
changed during such period, be prorated
over the periods during which status remained unchanged, ignoring in the computation fractional parts of a month, but
considering more than half a month as one
month.
The most radical departure from previous laws and one which introduces a new
principle in taxation is the effort to distinguish between "earned" and "unearned"
income. The effect on taxes is extremely
limited, but the opening wedge has been
inserted to make more probable the enlargement of the present conception of the
term "earned income." In the present law
it means "wages, salaries, professional fees,
and other amounts received as compensation for personal services actually rendered," and the amount to be so considered
is limited to $10,000. The meaning just
quoted is extended, however, to include the
entire income of the taxpayer where the net
income is not more than $5,000, and if
his net income is more than $5,000, his
earned net income shall not be considered
to be less than $5,000. The benefit to the
taxpayer in the recognition of earned income is a reduction of 25 per cent. in the
tax which would otherwise be payable
thereon.
Parallel with the publicity clause of the
new Act is the requirement that all persons
owning tax-free securities who file returns
must submit statements showing the number and amount of such obligations and
securities and the income received therefrom, in the form and with such additional information as the Commissioner
may require. This though the income
from such securities is not required to be
included in gross income.
In harmonious accord with the thought
evidenced by Congress in its recognition
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of a distinction between "earned" and
"unearned" income, are the provisions of
the new statute with respect to capital
gains and losses. Capital net gains were
identified in the prior Act but not capital
losses, the latter being looked upon as one
of the ordinary deductions. To qualify
under the requirements the taxpayer must
have held his security, investment, or
other asset (not including inventories or
property held primarily for sale in the
course of business) for more than two years.
Under the 1921 Act the benefit to the taxpayer was limited to the cases where the
total tax on the aggregate net income was
not less than 1 2 ½ per cent. Under the
new Act the tax is to be computed at
1 2 ½ per cent. of the capital net gain,
plus the regular tax on the ordinary income,
without regard to the fact that the total
tax so obtained may be less than 12½ per
cent. of the aggregate net income, thereby
adding to the relief intended to be conferred upon the smaller taxpayers.
In its present recognition of capital
losses, Congress has nullified to a large
extent the benefit of the limitation of tax
on capital gains. Previously, all business
losses were considered as of the same
character. In distinguishing capital losses,
two classes of incomes and deductions are
created, requiring separate computations
and certain tests to arrive at the correct
tax liability. The computations are first
made using the ordinary net income, excluding all capital gains and capital losses.
The tax so obtained is reduced by 12½ per
cent. of the capital loss. A recomputation is then made upon the entire net
income after deducting the capital net loss.
The greater tax is the tax payable.
It is to be remembered that the benefit
of the limitation of tax on a capital net
gain is accorded to personal property of a
private individual, as well as to property
held by an individual in business as a sole
proprietor, or member of a partnership.
This is brought most favorably to notice
in the case of the sale at a profit of a
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residence by a taxpayer who has a large
income from ordinary sources.
Gains and losses other than "capital"
transactions are generally determined in
the same manner as under the 1921 Act.
Recent court decisions affecting the
methods used by the Treasury Department in computing gains and losses on the
sale or other disposition of property acquired prior to March 1, 1913, indicate
the necessity for exercising great caution
in the preparation of returns when such
property has been disposed of. Possibly
the most important change in the new law
lies in Section 202, which provides that,
in the determination of the gain or loss on
a sale, the amount realized is "the sum of
any money received plus the fair market
value of the property (other than money)
received." The term used in the previous
Act was "readily realizable market value,"
and in instances where the market value
was not "readily realizable" that fact
could ordinarily be shown without difficulty and the profit thereby deferred until
the property was disposed of. The "fair
market value," in the absence of contemporary sales, is always a matter difficult of determination, and as evidenced by
numerous cases in court, the effort to
determine it is often productive of disagreements with the Treasury Department.
Provisions of the 1921 Act governing the
recognition and computation of gain or
loss in the case of reorganizations were reenacted in the 1924 Act without substantial change.
To corporations the most interesting
and important provisions of the new law
seemingly relate to the possible liability to
additional taxes through the retention in
the business of the corporate profits, and
the effect upon the tax liability of a group
of corporations operated and considered
as a single unit, of the requirement that
95 per cent. of the stock of subsidiary
companies must be owned by the parent
company or the same interests to constitute an affiliation.

January

Section 220 is apparently misunderstood
by many taxpayers, and has been the cause
of the declaration of sundry stock dividends. The misunderstanding seems to
lie in the belief that a surplus out of proportion to the capital originally invested
by the stockholders is in itself, and without more, ground for the assessment of the
penalty tax.
The tax contemplated by Section 220 is
an annual tax of 50 per cent. on income,
which is to be added to the ordinary tax of
1 2 ½ per cent. in cases where it is deemed
that profits have been allowed to accumulate for the purpose of preventing the imposition of surtaxes on the shareholders.
It is not a tax on surplus. To determine
that the profits have been accumulated
unnecessarily and for the purpose contemplated by the section, the profits so
accumulated must be shown to be in
excess of the reasonable needs of the business. The declaration and issuance of a
stock dividend do not add to or detract
from the merits of the case. Competent
evidence that the surplus is needed consists of a showing that the profits have
been invested in inventories, plant, or
accounts receivable, or that plans and projects for the future require the retention
of the profits.
The basis of consolidated returns has
been radically changed under the new law.
The 1921 Act provided that two or more
domestic corporations could enter into a
consolidated return if one of the corporations owned or controlled substantially
all the stock of the other or others, or if
substantially all the stock of the corporations was owned or controlled by the same
interests. The broad scope for affiliations
so provided permitted the consolidation of
many companies which will be denied the
privilege in their 1924 returns. The new
law restricts the basis to actual ownership
of stock, gives no recognition to control,
and requires the ownership of at least 95
per cent. of the voting stock of the subsidiary. Present requirements have the
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merit of clarifying the confusing situations
which existed under the 1921 Act where
many taxpayers owning less than 90 per
cent. of the stock of subsidiaries were
granted permission to consolidate, while
others owning stock in excess of 90 per
cent. but less than 95 per cent. were denied
the privilege. Definite knowledge as to
what is required enables the taxpayer to
make proper provision for protection.
The 1924 Act re-enacted the provision
in the previous law providing that when
directed by the Commissioner, every
domestic or resident foreign corporation
shall render a return on Form 1097, of its'
payments of dividends and distributions
to shareholders. In accordance therewith,
the Commissioner, on October 31, 1924,
issued Treasury Decision 3645, requiring
that every domestic corporation, not specifically exempt from taxation, making payment of dividends and other taxable distributions to any stockholder who is an
individual, fiduciary or partnership,
amounting to $500 or more during the
calendar year, shall render an information

5

return on Form 1097 for the calendar year
1924 and each calendar year thereafter,
stating the names and addresses of the
shareholders to whom such payments were
made and the amount paid to each.
These returns are to be filed with the
Commissioner of Internal Revenue not
later than March 15 of the succeeding year,
and can well be prepared in connection with
the annual income tax return.
The last instalment of taxes for the
calendar year 1923 has been paid.
Thought must be given, however unwillingly it be done, to the returns which
must soon be filed. Taxpayers are acquainted with the Act of 1921 under which
their returns for the past three years have
been prepared. Some changes instituted
by the 1924 Act have been briefly and in
most cases incompletely commented upon
in the foregoing summary. Others of
importance have not been considered.
All must receive careful attention to
insure that full advantage be received
by both the taxpayer and the Government.

Holographic News from Berlin

W

E have received a very interesting
letter from Mr. Kracke, who recently supervised the opening of our practice office in Berlin, Germany, and who is
acting temporarily as resident partner at
that office. In his letter Mr. Kracke describes, entertainingly and illuminatingly,
some of the German business and financial
usages, many of which differ considerably
from our own.
The German business man, for example, notifies his various depositaries
every day as to the details of all checks
drawn on such depositaries during the
day, in order that an improperly drawn
check may not be paid. The banks, in
turn, send each depositor a daily statement of the checks paid during the day,
giving for each check the number, name
of payee, amount, etc. The banks then

retain the cancelled checks as receipts for
the disbursement of their funds. Differences such as these necessitate some
change in certain phases of American audit
procedure, in order fully to cover the
situation.
There is evidently widespread misinformation throughout Germany as to the
status of the accountancy profession in
America. M r . Kracke writes of a recently published German text-book on
bookkeeping and auditing which creates
the impression that the bulk of our professional work is done by "incorporated
concerns of accountants which practice
accountancy on a large scale." Our own
firm is cited, apparently as an exception to
to the general rule, as an example of a
partnership with unlimited liability, which
"employs a personnel of no less than
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forty accountants, sixty assistant accountants, and forty clerks."
The analysis of financial statements as
a basis for loans apparently has not
advanced as far in Europe as in America.
The German bankers seem to attach excessive importance to the balance sheet,
almost to the point of eclipsing a study of
the profit and loss statement. There has
been a widespread ultra-conservatism in
German industrial accounting recently,
however, and the bankers appear to place
a strong reliance on this conservatism in
granting credit.
The situation differs
greatly from our experience here, where the
accountant finds extremes of over-optimism
as well as of ultra-conservatism, and has
to sharpen his analytical wits accordingly.
The future in Germany, on the other
hand, is likely to see a swing in the opposite direction—that of attempting to make
things look "rosy."
Mr. Kracke writes that the German
financial people are interested in hearing
of American practice, and of learning our
methods. With greater participation in
international trade and finance on the
part of the United States, it is not unreasonable to believe that accountancy as
we know it will soon become more familiar
to foreign peoples.

January
Book Reviews

Gordon, William D . , and Lockwood,
Jeremiah. Modern Accounting Systems.
(New York, John Wiley & Sons, Inc., 1924.
464 p.)

To write a one-volume treatise on accounting systems, which is sufficiently
comprehensive to afford a clear understanding of the accounting for a number of
different businesses, is not an easy task.
The authors of "Modern Accounting Systems" have performed it exceedingly well.
Nothing, for example, could be more
difficult than to describe briefly, and at
the same time clearly, the involved accounts and records of a stock broker. Yet
the treatment of the subject leaves little
wanting towards an adequate conception
of the principal features of brokerage
accounting.
The purpose of the book as stated in the
introduction is "to study the application
of accounting principles in detail to various
types of industry." The problems involved are presented in the order of their
increasing complexity. Financial institutions, because of their dependence largely
on the use of a cash book, seem to the
authors to present the simplest form of
accounting from the standpoint of books
required, and are therefore examined first.
Haskins & Sells and Deloitte, Plender,
Four classes of financial institutions are
Griffiths & Co. announce as of January 2, studied: building and loan associations,
1925, the formation of co-partnerships in insurance companies, both life and fire,
Canada, Cuba, and Mexico for the prac- banks, and stock brokerage establishments.
tice of public accountancy, under the firm The latter, involving transactions in sename of Deloitte, Plender, Haskins & Sells. curities as well as in cash, represent a
Principal offices will be located in Mon- transition from the financial to the mertreal, Havana, and Mexico City. The chandising group, which is considered next,
practices of both firms in Canada, Cuba, in an exposition of the accounting for deand Mexico have been consolidated, and partment stores. A gas manufacturing
will hereafter be conducted by Deloitte, company has been selected as illustrative
Plender, Haskins & Sells. The new firms of the manufacturing industries, and is
will be affiliated with Haskins & Sells and next studied. The wisdom of this may be
with Deloitte, Plender, Griffiths & Co. in slightly questioned, in view of the quasithe United States of America, Great public nature of gas companies. As repBritain, Continental Europe, South resentative of public service corporations,
America, South Africa, and China.
the accounting for a railroad is described.
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material dealer; the field forces and
equipment; and insurance, surety bonds,
etc. Part two, of thirteen chapters, covers
very completely the general accounting
necessary for a contractor's office, such as
procedure, system, records, and financial
statements; also, methods of auditing the
accounts of contractors and owners. Part
three, of three chapters, is devoted to cost
accounting in a contractor's office and
describes the system, manner of analyzing
costs, and the form of cost reports. Part
four, of two chapters, prescribes systems
of accounts for owners and architects.
A number of accounting and cost forms
included in the book help to a better
understanding of the text explanations.
Sample forms of contracts, agreements and
surety bonds, and a complete list of items
comprising contractors' equipment, showing economical length of life, annual depreciation rates, etc., present information
which is of value.
The text contained in the chapters on
general accounting for a contractor's office,
covering 182 pages, is so carefully written
and so completely descriptive as to preclude the possibility of even a student
accountant failing to understand it. In
addition to sample sheets from general
records, there are shown the various
groups of general ledger accounts, pro
forma journal entries, general ledger pro
forma accounts, forms of financial stateAffelder, William M . Contractors' Ac- ments, methods of distributing overhead
counting Practice.
(New York, The expenses and charges for depreciation of
Ronald Press Company, 1924. 386 p.)
contractor's equipment, etc.
The author of this book has had over
The book is a worthy and necessary
twenty years' experience in the construc- addition to accountancy literature and will
tion industry and the book reflects the be appreciated by those having occasion
result of his experience, as it is compre- for its use.
hensive and covers not only the accounting
and cost phases but the industry itself and
Mr. George P. Auld, formerly on the
the conditions and problems found therein. staffs of our London and Paris offices,
The book is in four parts. Part one, accompanied M r . Owen D . Young on the
comprising seven chapters, deals with the latter's recent return to the United States
construction industry and its problems; after his retirement as Agent General of
the relations between the contractor and Reparations under the Dawes Report.
the owner, the sub-contractor, and the Mr. Auld became associated with M r .
Municipalities are made the basis of study
as exemplifying non-profit seeking institutions.
The text is written on the well-founded
premise that an adequate conception of
the nature of any industry is necessary to
a thorough understanding of its accounting. Consequently a full description of
the nature and operations of each type of
concern is given prior to the matter relating to its accounts and records. The
latter is then developed naturally, as
various transactions are followed through
the books. Numerous forms are reproduced. Figures and journal entries
are used where necessary for the sake of
greater clarity. One or more problems
with solution accompany the description
of each system.
While many fine points have been of
necessity omitted, no important feature
in the accounting for the organizations
studied has been left out. The aim has
been "to show the man with a general
knowledge of the principles of accounting
how to apply these principles to the
problems of typical organizations." A
signal contribution has been made to the
literature on the subject.
The book is one of The Wiley Accounting Series, edited by Hiram T . Scovill.
It is inscribed to Edward P. Moxey, Jr.
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Young in London in August, shortly after
his appointment as Agent General of
Reparations, and for three months was
actively connected with M r . Young in
Paris and Berlin in the institution of the
Experts' Plan in Germany. Mr. Auld was
eminently qualified for his duties with M r .
Young, having previously been a member
of the interallied board to recommend an
organization for the accounting department of the Reparations Commission, and
having served for four years as Accountant
General for the Reparations Commission
in Paris, during which time he was in
charge of accounts showing claims on
Germany, quantity and value of German
payments and deliveries, and their actual
distribution among the Allies. Mr. Auld
will be connected in future with our New
York Broad Street office.

January

the United Railways Investment Company. He is survived by his wife, formerly
Miss May McCall, at one time secretary
of our Saint Louis office.

Recent Additions to the Library
Affelder, William M . Contractors' Accounting Practice. New York, The Ronald
Press Company, 1924. 386 p.
Bell, William Hansell. Auditing. New
York, Prentice-Hall, Inc., 1924. 518 p.
Edwards, George W. International
Trade Finance. New York, Henry Holt
and Company, 1924. 495 p.
Fitting, Ralph U .
Report Writing.
New York, The Ronald Press Company,
1924. 100 p.
Gordon, William D . , and Lockwood, J .
Modern Accounting Systems. New York,
John Wiley & Sons, Inc., 1924. 464 p.
Mr. O. N . Hutchinson, of our Baltimore
Kohler, Eric L . , and Pettengill, Paul W.
office, has been elected to membership in
Principles
of Auditing. Chicago, A . W .
the American Institute of Accountants.
Shaw Company, 1924. 227 p.
Moulton, Harold G . The Reparation
Mr. A . J . Farber has been appointed
Plan.
New York, McGraw-Hill Book
manager of our Pittsburgh office, effective
Company,
Inc., 1924. 325 p.
January 1, 1925. M r . Farber has also
recently received the C. P. A . certificate
Paton, W. A . Accounting. New York,
of the State of Indiana.
The Macmillan Company, 1924. 894 p.
Persons, Warren M . , and others. The
Mr. Henry C. Cole and M r . J . W . Problem of Business Forecasting. New
Haines, both of our Philadelphia office, York, Houghton Mifflin Company, 1924.
have received the C. P. A . certificate of 311 p.
the State of Pennsylvania.
Pinkerton, Paul W. Accounting for Surplus. New York, The Ronald Press ComMr. J . C. Tiffany, for several years a pany, 1924. 120 p.
Powelson, John A . Solutions to Cases
member of our New York Broad Street
office staff, resigning in 1920, has returned and Answers to Questions based on the
to the organization and is again connected text Auditing, by W. H . Bell. New York,
Prentice-Hall, Inc., 1924. 175 p.
with our New York Broad Street office.
Rignano, Eugenio. The Social Significance
of the Inheritance Tax. New York,
We have heard with regret of the sudden
Alfred
A
. Knopf, 1924. 128 p.
death, on November 3, of M r . D . C.
Vanderblue,
Homer B. Problems in
Morris, for many years manager of our
Business
Economics.
Chicago, A. W. Shaw
Pittsburgh office. M r . Morris left the
firm in 1912, and became associated with Company, 1924. 631 p.
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Inventory Certificates
H E moot question of whether there is
Tmerit
in taking inventory certificates

from clients may continue moot as an academic question, to eternity. The practical aspect of the matter calls for prompter
action on the question.
The practice of taking inventory certificates is a contribution to procedure made
by our older and more experienced brethren,
the chartered accountants. Its use in this
country has been largely at the hands of
accountants whose background of procedure was laid in Great Britain. American accountants have been somewhat
backward in utilizing this protective expedient, on the theory that it has little
practical value. The strongest argument
against its use is found in the contention
that an unreliable company official who
would falsify or permit the falsification of
an inventory, would not hesitate to sign a
certificate in support thereof. Herein is
found a second moot question underlying
the major one at issue.
And there are other questions. Of what
value is an inventory certificate unless it is
signed by a responsible official? What
personal knowledge have the officials of
the company as to the detail facts of the
inventory? If it is the function of the

auditor to pass judgment on inventories,
why should he attempt to place the
responsibility therefor on company officials?
General questions of this character may
not be answered without giving consideration to the terms and conditions under
which inventories are reviewed by auditors.
Probably it is safe to assert that not more
than once in a hundred engagements does
the auditor have the opportunity of inspecting quantities at the time the inventory is taken. Too frequently the
size of the inventory and limitations of
time and expense imposed by the client do
not permit of more than a general testing
of inventory factors and results. It is beyond the bounds of possibility for the
auditor to satisfy himself that the inventory, in its entirety, is the unencumbered
property of the client. While the auditor
is charged with possessing a reasonable
amount of general business knowledge, he
may not be expected to have all the
technical and trade information which
would enable him to pass on the question
of obsolete or not readily saleable materials.
Any conscientious accountant who engages in public practice must expect to
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face certain difficult tasks and accept certain audit responsibility. If he is given
the opportunity of verifying quantities and
values and keeping establishment of the
inventory figures under control until completed, there appears to be no reason why
he should shirk any audit responsibility
in the matter and render other than an
unqualified certificate in so far as it affects
inventories. If he is not afforded the
opportunity stated, there is no reason why
he should assume responsibility which is
not his.
The major reason, perhaps, for requiring
an inventory certificate grows out of the
fact that accountants too infrequently are
retained to take or supervise inventories.
If this function were included in an engagement, there should be little necessity
for requiring an inventory certificate.
Under circumstances of small or simple
inventories, where inspection and a reasonable degree of business intelligence would
permit of judgment with regard to obsolete
or not readily saleable goods, there would
be little further need for an inventory
certificate. But the cases in which accountants run afoul, so to speak, of falsification are not ones where the inventories
are small and simple. They are not cases
in which inventories have been taken
under audit supervision. Instead thereof
the amounts are large, the inventories are
complex, and the responsibility for some of
the important component parts thereof is
likely to be assumed by client, banker,
lawyer, or someone else who is involved in
the proceedings. As to lack of encumbrance, it is humanly impossible for the
auditor to satisfy himself. The use of all

February

reasonable means at times fails to disclose
a condition wherein a part of the inventory
is affected by a lien of one kind or another.
The securing of an inventory certificate
should not be used by the accountant as
an excuse for making his audit of the inventory any less thorough than he otherwise would make it. He should work independently, and should not substitute
the word of others for his own investigation.
An inventory certificate may be regarded
only as a supplement to his own findings;
a means of protection, as it were, to be
used in case of necessity.
The time has arrived, apparently, when
public accountants should lay aside some
of the theoretical questions and be governed
by the practical considerations which
affect their work. An inventory certificate theoretically may have no value. A
dishonest official may sign a certificate
supporting a falsified inventory. The president of a company may have no personal
knowledge of the details making up the
total to which he certifies. But where an
accountant is confronted with an embarrassing situation and some of the important parties to the situation are disposed to criticize the accountant, because
of the shortcomings of others, for the
disastrous results for which he may be in
no way to blame, an inventory certificate
may have value comparable to that of a
rare jewel. An accountant's greatest asset is his reputation. If the taking of inventory certificates will help to protect
his reputation, he should lay aside theoretical discussion and seize upon any honest
and ethical measure which will preserve
his professional standing.

Circumstances Affecting Cash
" C I R C U M S T A N C E S surrounding the
particular case" perhaps have had a
more profound influence on legal decisions

than any other one thing. Observing much
of present-day accountancy practice, it is
not difficult to believe that the circum-
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stances of cases have had less to do with
deciding audit procedure than has anything
else.
The judicial mind seeks all the facts;
all the circumstances. It applies the law.
The result is a decision. The legal profession has come to have almost reverent
regard for circumstances which may give
an entirely unforeseen slant to some case.
Many a decision, doubtless, has been
influenced to a marked degree by the
light which the circumstances shed on the
case.
The accountancy profession may take a
leaf out of the book of its elder brother,
especially in the principle of making decisions and subsequent procedure depend
on circumstances. Some of the pioneers
in the accountancy profession are well
known for their practice and advocacy of
these principles. But they have also gone
so far as to argue for the futility of trying
to make rules or codify methods. This
has been on the ground that the appropriate methods in a given case could never
be determined in advance; hence, it is
useless to prescribe methods.
The fallacy of this reasoning has its
analogy also in the legal field. It would be
as senseless to advance the argument that
because it will not be known in advance
what kind of offense a judge will have to
pass on in each case, it is useless to make
laws prescribing penalties for various
offenses. The judge should decide after
hearing the case whether or not the accused is guilty of the charge. If he is
guilty, the judge may fix the penalty
according to his own judgment. The resulting chaos may be left to the imagination.
Somewhat the same chaos actually
exists in the accountancy profession. Individuals have been left largely to their
own intelligence and the devices and desires of their own consciousness in deter-
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mining what to do in each particular
engagement. The result has been not
only highly diversified treatment but
methods which have fallen far short of the
efficiency which has reasonably been expected of the profession.
With some progress being made in
emerging from the chaos by means of
standard methods of procedure, constant
thought is required in the application of
methods. To the other essential qualities
in a high-grade accountant there should
be added "a fine sense of discrimination in
the selection and application of methods."
Some of the blunders which an accountant
might make through wrong selection or
application may be likened to those of a
judge if he were to sentence a sneak thief
to capital punishment.
A case in point is the verification of cash.
Probably no other phase of audit procedure has been less influenced by the circumstances surrounding each particular
engagement than the count of cash and
the verification of bank balances. Yet
there is probably no other feature of an
audit more susceptible to diversification
of methods as circumstances vary.
Any one of a number of different factors
may influence the procedure in verifying
cash: amount and location of cash funds;
methods used in handling cash; time of
examination in relation to the period
audited; necessity for surprise; and systems of control and internal check in force
—to mention only a few of the many that
might be cited.
If the amount of cash in the custody of
any one individual is small, so that any
part thereof would be of no practical use
to anyone else, it is immaterial when
count is made. The time selected would
be that most convenient. A small fund
would be counted in detail, and vouchers,
if any, listed individually. If, on the
other hand, large amounts of cash are in-
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volved, some thought must be given to
time and method of verification. It might
be desirable to defer count until the workings of the system in force are fully understood. If cash is segregated into a large
number of funds, a time must be selected
when simultaneous verification can be
made, in order to preclude the possibility
of concealing a shortage by a transfer of
cash from an audited fund to an unaudited
fund. The methods used in verifying a
small fund might be ridiculous when applied to a large fund. Consequently, in
the latter case, a test count might be
sufficient. Vouchers, under such circumstances, might be grouped according to
classes of expenditures, and not listed
individually.
The cash system of the concern under
audit has a bearing on the question of
verification. An open fund—one where
cash in hand is merged with cash on deposit—should be completely cut off during
count. The count of cash in hand should
be synchronized with the verification and
confirmation of bank balances. On the
other hand, it may be unnecessary to seal
or otherwise control an imprest fund kept
at a location so remote as to preclude the
possibility of a part thereof being transferred to another fund. A fund temporarily
including receipts should be counted, if
practicable, at a time when the receipts
are at their lowest point.
The element of surprise has a decided
influence on the cash count. While in
some cases the necessity for surprise may
be small in comparison with other factors,
in others it may be highly desirable that
the custodian of cash funds be taken unawares. A shortage intended to be covered
by temporary introduction of currency at
time of count, probably would not be detected except by counting the fund at a
time when the custodian least expected,
and was unprepared to cover immediately.

February

In cases where there is suspicion, or where
the conditions surrounding a fund are such
as to render abstraction! easy, the desirability of surprising the custodian should
take precedence over all other considerations in fixing the time for the cash count.
The extent to which it is necessary to
go in auditing petty vouchers disclosed by
cash count depends on the number and
amount, and on the procedure of the client
with respect thereto. A small number of
properly supported vouchers would not
require the attention devoted to a larger
number, some perhaps irregular. The
same applies to checks in the cash count.
It would be foolish to apply the same
methods to a small number of checks, or
checks small in amount, all apparently
received from customers, and to a large
number of checks, or checks large in
amount, found in a fund where the cashier
has a free hand in cashing checks for outsiders or others.
The nature of the internal control exercised over a cashier, or the lack of an
adequate system of internal check, affects
the scope of verification. If a custodian
is so located, assigned to duty, or restricted
through internal control that he cannot
make his cash available to other persons
and other cash is not accessible to him, it
is immaterial when his cash is counted.
It is unnecessary to make an effort to
synchronize count of his fund with verification of bank balances, or with counts of
other funds. If, on the contrary, these
specifications do not apply, it is vital to
the discovery of a shortage that all cash
be verified simultaneously. In a hotel,
for example, one cashier might conceal a
shortage by borrowing from another, unless all funds were brought to a central
point to be counted, or were sealed as
counted at different points, or were counted
simultaneously by different individuals.
Where a cashier has access to cash on
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deposit as well as to cash in hand, both
should be verified at the same time. Where
such cashier receives cancelled checks and
makes bank reconciliations, greater care
should be exercised in respect of such cancelled checks. There are possibilities of
alteration and forged endorsements. There
may be reason to examine in detail the
dates on which the checks were paid by the
bank, in relation to the dates of the checks.
For example, a cashier might have concealed a shortage at December 31 by
obtaining a check returned on February 1,
but outstanding at December 31, and in-
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cluding such check with the checks regularly returned at December 31, thereby
reducing the outstanding checks in the
reconcilement of the latter date.
The ways of misappropriating cash are
legion, differing with the ingenuity of the
defaulter, and with the opportunities
available to him for committing fraud.
While instances might be compounded
indefinitely, enough probably has been
said to demonstrate the futility of attempting to detect every shortage by the same
rule, without regard for the circumstances
in the case.

Reviewing the Receivables
E purpose underlying the audit of
T Haccounts
receivable, as in the case of

weight in arranging the audit program.
Other factors may be the condition of the
all other assets, is to ascertain that the records, size and nature of the business,
client's figures represent an existing asset, sales and collection policies, system of incorrectly stated and properly valued. ternal check in force, etc. Above all, the
There are the further objects of finding out needs and wishes of the client and his
whether proper accounting theories have willingness to pay for a detailed audit are
been used in setting up the asset, and not to be lost sight of.
whether the accounts have been free from
Verification as to correctness of the
manipulation during the period under client's statement of receivables probably
is in most cases the main feature of the
review.
The exact nature and extent of the veri- procedure. Perhaps the most satisfacfication may depend on a number of gov- tory way to verify balances in customers'
erning factors. One is the nature of the accounts is by confirmation from the
engagement. In a verification of assets debtors direct to the auditor. This has
and liabilities, or a balance sheet audit, as been opposed by a number of accountants
it is frequently called, the objective prob- on the ground that most customers will
ably would be simply a confirmation of the disregard statements and requests for configures shown by the client's books to be firmation sent to them, and will be more
due from others at the balance sheet date, likely to take the matter up with the
having in mind the character of items which client's bookkeeper in case of a difference.
may be included under the caption. A A preponderance of past experience, howmore detailed audit, on the other hand, ever, seems to have demonstrated the useprobably would comprehend a review of fulness of the confirmation method in those
the transactions for the period for evidences cases to which it is applicable. It is
of manipulation and error. The suspicions almost certain to be laborious and expenof the auditor, either preconceived or ex- sive, however, and an understanding concited by incidents during the course of the cerning its use should be had with the
engagement, would have considerable client before proceeding.
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Accounts receivable offer abundant possibilities for concealment of fraud—particuarly in cases where one person controls cash
records in addition to customers' accounts.
Discounts or allowances may be overstated. Charges to bad debts may be
excessive. Cash from customers may be
used for "overlapping." The control may
be forced. A certain amount of scrutiny,
which may be more or less detailed, is
necessary therefore to assure the auditor
that the accounts are free from manipulation, as well as from error.
The accounting phases of accounts receivable involve a number of considerations. Usually it is desirable to review
generally the adequacy and propriety of
the accounting treatment of consigned
accounts, instalment accounts, and hypothecated accounts. For balance sheet
purposes it is necessary to define the term
"accounts receivable" as to inclusion or
exclusion. Taken by itself it usually is
understood to mean current receivables
which will be liquidated in the ordinary
course of trade. Questions as to whether
amounts due from employes, claims against
railroad companies, loans to officers, etc.,
should fall under the general caption probably should be settled in the light of the
amounts involved, due dates, possibilities
of collection, and the precise nomenclature
used in the balance sheet.
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Where merchandise has been consigned
at cost prices, the auditor must decide
whether such consignments should be
shown in the statements at cost. Other
problems may concern the proper position
of reserves for doubtful accounts, or for
discounts; the correct way to reflect
hypothecated accounts, etc. Some of the
deciding factors may be the purpose of the
report, and the effect various combinations
may have on ratios.
Passing on the valuation of receivables
obviously is an important, also difficult
task. As to trade accounts, aging of
balances due often is of assistance to the
auditor in determining the adequacy of the
reserve. In connection therewith should
be considered the ordinary terms of sale,
activities of the credit and collections departments, and policies as to allowances.
General conditions in the trade are often a
pertinent factor. The value of amounts
due from officers, affiliated companies, and
other special sources usually can be appraised only by considering the circumstances surrounding the origin of the
accounts, and other special conditions.
Valuable and enlightening information
frequently may be derived from considering the accounts receivable as related to
other items in the balance sheet and profit
and loss statement. Such may be sales,
capital, and current assets particularly.

The Attitude of the Accountant Toward His Report

E

V E R Y accountant on the staff who has
anything to do with the preparation of
reports has a duty to realize the importance of the report in the execution of an
engagement. There are relatively few
cases where the client's impression of the
quality of service performed by the firm
and by its representative in charge is not
influenced very materially by his opinion
regarding the report.

It is rather dangerous to deal in generalities with respect to the requirements of
reports, but the majority of audit engagements call for the preparation of financial
statements, in varying degrees of detail,
and of comments designed to supplement
the statements and furnish such other information as may seem appropriate in the
particular case. While the content and
form of reports must be governed to some
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extent by the necessity for observance of
sound accounting principles and of such
practices as have been adopted by the
organization as a result of long experience,
the determination of what is appropriate
to include in any report is very largely a
matter of ascertaining the wishes, viewpoint, or needs of the client.
As clients seldom indicate in advance
with any degree of particularity their desires concerning the composition of reports,
it is incumbent upon the firm, through some
of its representatives, to endeavor to ascertain each client's viewpoint in that
regard and, when successful in doing so,
to be governed accordingly if possible.
When any information concerning the report requirements is obtained by a principal it is communicated to the accountant
in charge who will prepare the report.
When the accountant has no such guidance
he must undertake to make whatever inquiries and observations are necessary and
practicable to enable him to determine, so
far as possible, the requirements of the
situation.
If it is impracticable to establish the
contact with the client necessary to learn
his ideas concerning the report, or if, as
often happens, the client is not sufficiently
familiar with such matters to indicate his
desires, the accountant should consider
carefully all angles of the situation and
bring into play his practical business ideas,
to the end that the report may be designed
to be lucid and helpful to the individual or
group for whom it is intended. To do
this the accountant must usually have a
broad, practical conception of business
affairs and must consistently endeavor to
relegate accounting to its proper place as
merely a means of expression of business
facts.
It will be seen that a great deal is expected of the accountant in the way of
exercising judgment with respect to the
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substance of the report. Probably it is
unnecessary to inquire as to any accountant in the organization who is called upon
to prepare reports whether he regards this
responsibility as a burden or a privilege.
As the ability and consequent value of an
individual develop and increase only with
the exercise of his powers, any opportunity
to assume responsibility should be welcomed.
It is the policy of the organization that
all reports, by whomever prepared, shall
be reviewed by another before being typed
and rendered to the client. This policy is
based upon the common-sense principle
that two heads are better than one; and
it is the aim to make the review consistent
with that principle. This means that the
report as finally passed is the work of the
originator supplemented by that of the
reviewer, and not the reverse.
The persons selected to review reports
are naturally those who have a peculiar
aptitude in that direction and who have
specialized in the necessary technique.
Manifestly, such persons are usually able
to improve the reports prepared by those
who are not so familiar with or proficient
in the various matters involved. It may
be, also, that in an effort to improve a
report the reviewer will employ his own
personal modes of expression, but it is the
aim to minimize changes in reports which
constitute merely restatements in the reviewer's personal style.
It is to be regretted that many accountants seem to be deterred from putting
forth their best efforts in the preparation
of reports by the notion that whatever
they may do, the reviewer will insist upon
giving effect to his own personal ideas.
Such a nation is utterly fallacious. On the
contrary, the supreme desire of the report
reviewer is to pass a report without change.
Many accountants who early in their career
were almost hopelessly discouraged by the
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revision of their reports, have succeeded,
through studious application and effort, in
preparing reports which require little or no
revision to make them very creditable to
the individual and the organization.
Another feature of report procedure is
that, as a precaution against possible error,
all figures and references in reports are
checked in the office. Occasionally it is
found that accountants place too much
reliance upon that verification and are not
as careful as they might be with respect
to the accuracy of reports. It seems
hardly necessary to state that full responsibility in such matters rests upon the
accountant doing the work.
The attitude of the accountant toward
his report should, therefore, in all respects
be that of responsibility and pride. He
should aspire to such a degree of perfection
that he would be glad to have the report
known as his work.
Mr. A . B. Foye spoke at a luncheon
meeting of the Kiwanis Club of Providence
January 14, on the subject of "Federal
Income Taxes."
Mr. H . J . Jumonville addressed the
Accounting Division of the J u n i o r
Chamber of Commerce, New Orleans,
December 4, on "Accountants and Their
Value to the Business Community"; and
the student body of the College of Commerce and Business Administration of
Tulane University, New Orleans, December 16, on the subjects, "The Opportunities for a College of Commerce Graduate in Public Accounting," and "The
Value of Accountancy to the Business
Executive."
Mr. Gordon M . Hill, of our New Orleans
office, addressed the students of the
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Warren Easton Boys' High School, New
Orleans, December 17, on "Requirements
of the Accountancy Profession."
Mr. S. George Hay, manager of our
Providence office, has been elected Treassurer of the Kiwanis Club of Providence
for the ensuing year.
Mr. Charles R. Bowen, associate manager of our Cincinnati office, has been
successful in passing the C. P. A . examinations of the State of Indiana.
We note with pleasure that in the June
C. P. A . examinations in Michigan M r .
Kenneth J . MacDonald, of our Detroit
office, received the second highest marks
ever attained in that state, and as a result
was awarded the Honor Medal of the
Seymour Walton Medal Fund. We congratulate Mr. MacDonald upon this
achievement.
Mr. H . W. Welsch, of our Chicago office,
also has received the Indiana C. P. A .
certificate.
Messrs. W. M . Wetzel, H . A . Dykes,
C. W. Burton, and L . C. Knabe, all of our
Baltimore office, are to be congratulated
on their recent attainment of the C. P. A .
certificate of the State of Maryland.
Mr. James Clarke, of our Pittsburgh
office, has received the C. P. A . certificate
of the State of Pennsylvania.
Mr. Waiter D . Wall, also of our Pittsburgh office, has received the Massachusetts C. P. A . certificate.
Mr. Valdine Baker, of our Tulsa office,
recently has passed the C. P. A . examination of the State of Missouri.
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A Good Name

O M E men aspire to riches; some love
power and fame. The fool thinks only
of pleasure. A wise man seeks a good
name.
The present generation lives in an age of
organization. System permeates business
endeavor. Psychology has been appropriated to the necessities of scientific administration. Business appears as a cold, callous medium through which is pursued the
phantom of success, a vague term, largely
suggesting a wealth of worldly goods.
The stress and strain of business life
leave little time to express the emotions
which underlie much of human intercourse.
What a man feels must be constantly suppressed. The things a man does are the
standard by which he is judged. The onrush of civilization has well-nigh blotted
out all evidence of that pride which the
craftsman of the guild period had in his
work. Sentiment has given way to practicality. The severity of modern life has
tended to brush aside the finer concepts of
dignified conduct which glorified the time
of King Arthur. Results, not methods,
count.
There is in business, however, a certain
amount of sentiment which, although often
unexpressed, governs many an important
act. Emotions dictate policies more often
than business men are willing to admit.
The regard in which one man holds another
frequently is the controlling factor in
making a decision.

Accountants may possess no asset more
valuable than a good name. The staff
accountant who knew what information he
must have in order to satisfy his conscience
on a certain point, and who persisted, in a
gentlemanly, dignified manner, until he obtained the information from the client,
won the respect of the client and a good
word for his firm.
Accountants are only human. Strange
as it may seem to the masses, who appear
to regard them as infallible, they occasionally make mistakes. Fortunately the percentage is small, when the mistakes are
compared with the volume of work handled,
and it must be said in fairness that the
errors are usually those of judgment, rather
than the result of thoughtlessness or carelessness. When errors occur there is but
one way open to the accountant who would
preserve his good name. That course is to
set himself straight instanter with the
parties who are affected.
In the lighter gossip among business men,
as well as in the serious conversations which
they hold, the reputation of a public accountant is subject to the emotions which
business men have as the result of their
experience with certain accountants. A
reputation for capable work is important.
It is not more important than a reputation
for sincere, straightforward, manly conduct
when things inadvertently go awry.
" A good name is rather to be chosen
than great riches."—Proverbs, 22.1.
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What the Bankers Tell Us
E R E are two features essential to
THeffective
verification of cash: simul-

taneity and surprise. If either is absent,
the verification usually lacks effectiveness.
Simultaneous verification means count or
confirmation as of the same date, of all
pertinent cash funds, wherever located.
Such frequently is necessary in order to
prevent concealment of a shortage by
transfer of cash from a fund counted and
released by the auditor, to a fund as yet
uncounted.
It is not always essential that every fund
come within the scope of this form of verification. Certain funds may be omitted
temporarily if it is inconvenient to verify them at the time, provided they
are so small in amount or inaccessible
of location as to be of no practical use
to an embezzler in concealing thefts out
of other funds.
On the other hand, it is vital to the discovery of a shortage that all sizeable funds
within reach of a custodian be verified
simultaneously. Nothing else, for example, will prevent a cashier from withholding receipts from deposit in order to
conceal a shortage in cash in hand, if the
bank account is confirmed as of a date
prior to the count of cash in hand.
Surprise as related to verification of cash
means that the time selected for count
must be that least expected by the custodian of cash funds. This is desirable in
order to forestall any attempt on the part
of the cashier to conceal a shortage, in
anticipation of an audit, by temporary
introduction of funds, particularly currency, obtained from sources either inside
or outside the business.
In some cases the necessity for surprise
may be small in comparison with other
factors. In others it may be of utmost importance—particularly where suspicion exists, or where the cash system is designed
in such a manner that abstraction can be
perpetrated easily. In these latter in-

stances the element of surprise should
take precedence over all other considerations in arranging the verification.
Cash counts in the past, however, frequently have lacked the element of surprise. They have been made with astonishing regularity at month-ends. This has
happened in giving effect to the desire for
simultaneous verification. The supposition has prevailed that to attempt the
latter at any other date than at the end
of a month would meet with objections on
the part of bankers to rendering statements and returning cancelled checks to
customers at promiscuous dates.
Dishonest employes have not been slow
in learning when to expect the auditors'
regular visits. They have been able in
a number of instances to anticipate such
visits, and for the time being to cover up
their tracks. The detection of irregularities therefore has been rendered more
difficult.
In efforts to remedy the situation, and
to base our contemplated recast in procedure more nearly on fact than on conjecture, the Technical Procedure Department recently undertook to ascertain the
opinion of banks on the question of interim balancing of depositors' accounts.
Approximately one hundred of the leading
banking institutions of the country were
canvassed as to their attitude in case accountants generally should adopt the
practice of requesting that bank accounts
be balanced at odd dates. The banks
were asked specifically whether the adoption of this procedure would call for such
additional work on their part as to be
annoying and burdensome to the extent
of being objectionable. If such were the
case, it was desired to ascertain whether
they would be willing to waive the objection and assist in the matter.
The replies were most encouraging. A
majority of the banks stated that requests
from auditors for statements at odd dates
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during a month would involve only a
negligible amount of work. The vicepresident of one large institution wrote,
in part, as follows: "In the old days of
writing up the pass book, it would have
been a real hardship on banks to take off
statements at odd periods, but under the
new machine bookkeeping methods, where
statements are made up daily, it is simply
a matter of sending the old statement out
and forwarding the balance to a new
statement." Some banks even welcomed
the possibility of rendering statements
more frequently as being a means of reducing the pressure of work at the end of
the month.
The remainder of the banks canvassed
stated that although a slight disturbance
to their routine would result from requests
for statements at odd dates, the additional
work would not be objectionable. They
expressed themselves as being entirely
willing to suffer the inconvenience, in view
of the advantages to be derived from unexpected cash verifications.
A number of the banks asked that requests on the part of auditors for statements at odd dates be made promptly. A
request for a balancing as of the close of a
certain day should reach the bank not
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later than early the following morning.
A statement with cancelled checks as of a
date some time previous would involve
considerable labor and inconvenience.
This, however, does not apply to certifications, which may be obtained at any
time as of any date.
The banks were almost unanimous in
expressing their willingness and desire to
co-operate with public accountants in the
discovery and elimination of irregularities.
One bank wrote as follows: "Our desire
would be to co-operate in every way with
the accountants to assist and facilitate
their audits. We heartily commend your
efforts in the establishment of a Research
Department with the object in view of
making a systematic and exhaustive study
of methods used to perpetrate and conceal embezzlements and for the purpose of detecting all forms of such
irregularities."
Bankers will find many advantages in
co-operating with accountants.
They
have not always been the party to lose
least in cases involving defalcations. Their
assistance in the matter at hand affords the
auditor one of the best means of detecting
a shortage where a guilty employe has not
had an opportunity of covering.

Another Cash Case

A

N extremely interesting case has just
come to light involving an irregularity
in cash. The interest lies chiefly in the
boldness of the embezzler and the simplicity of the audit procedure which would
have detected the defalcation.
The shortage occurred at the plant of a
manufacturing company. The company
in question maintained a general office in
a large city, where the general books were
kept. The plant, where the manufacturing
operations were carried on, was located in a
small town in another state.
The plant received money from sales,
which it deposited in a local bank, subject
only to checks drawn by the main office.

The plant itself was supplied with working
funds by means of an imprest fund of $7,500, reimbursed, when necessary, by checks
sent from the general office. It was in
connection with this fund that the irregularity occurred—an embezzlement of nearly
$14,000 over a period of less than two
years.
The imprest fund normally consisted of
cash in hand, cash on deposit in a separate
bank account operated as a part of the
fund, and vouchers representing payments
for expenses not yet reimbursed by the
home office. A t times there was the additional item of cash in transit, consisting of
expense vouchers being remitted to the
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home office for reimbursement, or reim- in the perpetration of the embezzlement.
bursement checks being sent to the plant Approximately $11,000 of the shortage
in return therefor.
consisted of abstrations from cash in hand.
These
thefts were recorded in the petty
The fund was under the exclusive control
cash
book
as deposits, by credits to cash in
of the plant cashier. He prepared vouchers
hand
and
debits to cash in bank. A l in support of payments from the fund and
though
this
procedure kept the petty cash
kept all records used in connection therebook
in
balance,
it rendered a reconcilewith. He signed checks drawn on the fund
ment
impossible
between the balance
bank account and made the bank reconshown
in
the
bank
columns of the petty
cilements.
cash
book,
and
the
bank account. This
The record kept at the plant was a petty
latter
point
was
a
small
matter to the
cash book. This book contained debit and
cashier,
however,
since
he
alone
saw the
credit columns for each of the following
periodical
bank
statements.
items: total, cash in hand, cash in bank,
The cashier found another lucrative
vouchers paid, and cash in transit. The
vouchers paid debit column was charged means of embezzlement in the improper
with disbursements made from the fund. withdrawal of funds on deposit. This he
Such entries involved credits either to cash effected in two ways. He obtained unin hand or to cash in bank. The vouchers numbered checks from a check book no
paid credit column was used for recording longer in current use, which he drew in
the amount of vouchers sent to the home favor of himself and cashed, retaining the
office for reimbursement. These remit- proceeds. Such checks were not entered
tances were charged to cash in transit. The in the petty cash book, and were destroyed
columns headed cash in hand were used to after they were returned by the bank. He
record cash withdrawn from the fund bank also procured funds on numbered checks
account for current use, and disbursements drawn to himself, taken from the check
thereof. The cash in bank columns book in current use. In the latter case,
reflected remittances received from the however, he fell under the necessity of
general office, and payments made by accounting in the petty cash book for the
check. The columns for cash in transit numbers of all checks withdrawn from the
constituted a record of the fund's transac- current check book. Consequently, the
tions with the home office. Debits were spurious checks were recorded as advances
made therein when vouchers were sent to to employes or payments for expenses.
the home office for reimbursement, and Although neither of these methods of decredits when the reimbursement checks falcation affected the balancing of the
petty cash book, the former widened the
were received.
breach between the book balance of cash
The debits and credits in these four
on deposit and the actual status of the
sets of columns were summarized in the
bank account.
total columns. The balance of the latter
always showed the fixed amount of the
These manipulations had an unfavorable
fund—$7,500. The distribution of this reaction on the fund bank account. The
amount, as among cash in the till, cash on failure to deposit currency, and the cashing
deposit, vouchers not yet reimbursed, and of unrecorded checks gradually caused an
vouchers or reimbursement checks in overdraft. The account was overdrawn
transit, could be ascertained at any time by continuously during the four months prior
finding the balance in each of the various to the discovery of the shortage. The
columns, the sum of which should total overdraft finally represented almost the
$7,500.
whole amount of the embezzlement. A l Several methods were used by the cashier though the bank had been instructed to

Bulletin

HASKINS & SELLS

notify an official of the company in case of
an overdraft in the fund account, it permitted the overdraft to continue. The
reason given was that the company's
general account and the fund account taken
together showed a credit balance. Under
the state laws, the bank could consider the
two accounts as one.
The irregularity was not discovered until
after the cashier had absconded. It would
unquestionably have been detected sooner
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had an effective simultaneous verification
been made of cash in hand, in bank, and in
transit. The cashier would have had
difficulty in explaining the discrepancy
between the overdraft in the bank account and the balance shown by the
petty cash book to be on deposit. The
auditors, however, were instructed by the
client not to visit the plant and verify
the imprest fund there during their annual
audits.

Learning Every Day
TECHNICAL procedure in the execution of engagements long has been
recognized as the most important phase of
accountancy practice. There is another
phase, however, which is so closely related
to technical procedure that it is difficult to
differentiate it therefrom if, indeed, it
needs to be so differentiated. This phase
might be described as the technique of
professional relations. A careful analysis
and strict classification of practice factors
probably would place this item in the group
of managerial functions. The proper classification of the item, however, is not so
important as a recognition of its significance, a knowledge of what it comprehends, and prompt action in a situation
where it is involved.
The technique of professional relations
may be described in simpler words as
procedure in handling situations which
involve relations with clients and others
growing out of the practice of accountancy.
Accountancy
practice,
comparatively
speaking, is a new profession.
It is
founded on a technical knowledge of accounting, economics, finance, business law,
business organization, and business administration. Having to do largely with
confidential affairs it requires, on the part
of those who practice, honesty, integrity,
and a high regard for the confidence which
clients must of necessity repose in those
whom they retain for professional service.
In addition, the practice of accountancy

calls for an understanding of human affairs,
of a variety and complexity of situations
which may arise, and ability to handle
these situations with prompt and unerring
judgment.
If the practitioner is unwilling to confess a limited knowledge of the technical
side of his subject, if he bows to no other
profession in the matter of integrity and
appreciation of his responsible position,
he must at least admit he has much
to learn from experience in the matter
of dealing with clients and related parties who become involved in the affairs
thereof.
The following incident will serve to
illustrate some of the foregoing philosophy
better, perhaps, than any other attempt
at elucidation. The officials of a certain
bank recommended us to a concern in
which the bank was interested through a
line of credit. Our services were engaged to audit the client's accounts for a
period of six months and prepare a report
thereon. In the course of our work we
encountered a situation which precluded
the absolute verification of a certain item
without an extensive investigation which
the client preferred not to authorize, because of the time and expense involved and
his pressing need for the report.
Proceeding in our usual manner under
such circumstances, we qualified the item
in the balance sheet and explained the
situation in the comments of our report.
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The client accepted the report after a
review in the rough, and decided to have
his own organization make the investigation necessary to trace each transaction
in question and determine the actual
amount involved in the qualified balance
sheet item.
Before submitting our report to the
bank, the client completed the investigation and found a considerable difference
in the amount of the item as it had been
stated with proper qualification in the
balance sheet. The bank officials, upon
receiving our report and the client's statement, criticised the client for lax methods
and us for making what was branded as
an incomplete audit. The client, however,
omitted to tell the bankers of the limitation
placed upon us by him, and we were left
in an unenviable position in the eyes of
the bank.
The situation came to our attention
through the bank later when we were
criticised for not having made a proper
audit. A conference between the bankers
and the client was therefore arranged immediately, and our position in the matter
made entirely clear. The result was that
our reputation was protected, our position
was changed from an unenviable one to
one entirely satisfactory, and at the request of the bank we were commissioned
to continue our audit work, bringing it
down to a date six months later than that
specified in the original engagement, besides revising the client's accounting
system.
The lesson to be drawn from this experience is that accountants need to give
more attention to presenting all the aspects
of a situation about which there might be
question. Any one who reads our reports
is entitled to judge them by the statements
which they contain. The reports are
subject to judgment from what they show
on their face. It is too much to expect of
readers that they will draw inferences
which may be implied. They have a right
to rely on what the reports set forth.
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They may not be expected to know
what we intended them to mean but did
not say.
In the report in question we stated that
it was impracticable to verify the amount
of a certain asset, and explained in some
detail in our comments, what the item
represented, which, together with the qualification on the balance sheet, would have
made it impossible, as to this item, for
any one to have been misled by our report.
We did not make clear that the verification
of the item was rendered impracticable
by the limitation imposed upon us by the
client, and the client inadvertently failed
to make this clear to the bankers. Had we
done so ourselves, through the medium of
our report, the bankers, would have been
on notice as to our position in the matter
and could have had no just cause for
criticism in this respect.
It is inconceivable, of course, that situations similar to the one described could
not have arisen in thirty years of practice. Undoubtedly, the same situation
has arisen many times. Just at the
moment, however, our recollection does
not embrace a situation wherein all of the
circumstances have been the same as in
this case.
As accountancy practice wends its way,
there is much to be learned from experience. The prompt and efficient handling
of difficult situations involving clients and
others undoubtedly will contribute much
to a satisfactory standing in the business
community. There are enough of these
situations which cannot be avoided in a
large practice. But much of the necessity
of having to straighten things out later
on will be avoided by careful forethought
concerning the possibilities of misunderstanding.
There is probably no better way of preventing misunderstandings than by making
reports so clear as to the facts in the case
and as to what we have and have not done
that there can be no possibility of anyone
being misled.
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Guarding the Client's Interests

W

H A T transpired in connection with a
recent engagement illustrates a type
of opportunity which we have of serving
clients beyond the mere routine of audit
work.
On a certain balance sheet audit at
December 31, 1924, certain discoveries
were made in connection with the verification of bank balances, which, while
proving not to indicate fraud, constituted
sufficient grounds for taking the matter
up with the client. About ten checks had
been altered by erasure with respect to
payee, or amount, or both. No attempt
apparently had been made to conceal the
alterations, since they were very conspicuous. A l l endorsements appeared to be in
order, as did the related cash book entries.
A number of checks which had been paid
by the bank in the usual course bore only
one signature, instead of two, as required.
One check bore no signature whatsoever.
Not less than a dozen checks, while signed
with the names of responsible officers of the
company, had an initial under the signatures, both names obviously having been
signed by the same person, who, upon investigation, proved to be the senior bookkeeper. Inquiry at the bank developed

the fact that the bookkeeper had power of
attorney to sign for the two persons referred to.
What took place following the discovery
is best related in the words of the supervising accountant in reporting the incident:
"I called at the bank in the company
of Mr.
(an officer of the company)
and laid the facts before the cashier in the
former's presence, pointing out the dangers
involved and eliciting the cashier's assurance
that the bank in future will insist upon thorough regularity of the company's checks
which may be presented. Mr.
readily
acknowledged his company's fault in the
matter, and assured me that the steps recommended to protect its interests would be
taken immediately."
Academic discussion at times has questioned the propriety, where accountants are
engaged to make an audit, of calling the
attention of the client to dangerous situations of organization, routine, and internal
check. Practical experience with matters of
this kind demonstrates repeatedly that
clients do not resent suggestions which will
protect their interests, even though according to some theory such procedure
may fall without the scope of the engagement.

Book Review
Greeley, Harold Dudley. Estate Accounting. (New York, The Ronald Press
Company, 1924. 110 p.)
Greeley's Estate Accounting is a small
package, neatly tied up, but full of good
things. Any one who has had experience
with estate accounting will recognize in
the content many useful bits of information
beyond the usual prosaic presentation of
the subject. Anyone who seeks information concerning estate accounting may approach the volume in question with assurance that it will prove valuable.
The author probably would be disap-

pointed if a reviewer failed to comment on
the novelty which the book contains by
reason of having the glossary introduced
into the first chapter. This is a clever
piece of work and doubtless will be more
effective than the author modestly anticipated. Whether conscious of the fact or
not, by so doing he saved himself many
words of explanation in writing the text, at
the same time affording readers a comprehension of the subject which is an ideal
approach thereto.
Running through the book in relation to
each phase of estate procedure is a parallel
discussion of law and practice, current

24

HASKINS & SELLS

bookkeeping, and accounting. This is one
of the most valuable features of the treatise
in that it aids greatly in clearing up related
questions as they arise.
If there is any choice in the matter of
merit, Chapter II—Outline of Administration—perhaps is the best. It gives, with
brevity, a remarkably lucid idea of estate
administration from the dying gasp of the
decedent to the final settlement of his
estate. Other chapters following are:—
Issue of Letters, Inventory and Care of
Assets, Systems for Current Bookkeeping,
Debts, Administration Expense, and Funeral Expense, Legacies, Descent and Distribution, Intermediate and Final Accounting, Testamentary Trusts, Inheritance
Taxation.
Many points, perhaps insignificant in
relation to the whole subject, but none the
less troublesome as practical problems when
they arise, are covered by the author in a
way which shows his appreciation of their
annoyance to the person who does not know
how to handle them. For example: "Life
insurance is an asset only when payable to
decedent's estate;" "Inventories usually
valued at cost or market, whichever is
lower, may be valued at replacement costs
because the estate is selling its interest in
them to the survivors;" " A demonstrative
legacy is a gift of money or other property
payable out of a particular fund. If the
fund is insufficient, the balance becomes a
general legacy;" "Stock dividends have
been handled in various ways. Some
courts hold that all stock dividends belong
to principal and all cash dividends to income. The more general rule is to classify
a dividend according to what it represents,
regardless of the medium of its payment.
If it is a distribution of capital it is credited
to principal; if a distribution of income,
to income; if it represents both it is
prorated."
A dramatic critic, no doubt, would find
something radically wrong with the book.
To an ordinary accountant, who has had
some practical accounting experience with
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estate accounting, it seems to be a
very clear and useful presentation of the
subject.
Miss Katharine A . Reynolds, who has
been librarian at the Executive Offices
since November, 1923, and prior to that
time from September, 1919, assistant librarian, retired from the organization February 14. The grace and dignity with which
Miss Reynolds has conducted the affairs of
the library have contributed much to a
unit of our organization in which we have
just pride. Miss Reynolds will be missed
by her many friends, and leaves with the
best wishes of every one who has had
occasion to know her.
We have pleasure in announcing that
Mr. A . C. Fullerton has been made associate manager, and Mr. J . E . Krueger assistant manager, of our San Francisco
office, effective January 1, 1925.
Mr. W. E. Nissen and Mr. J . N . Casella,
of our Salt Lake City office, are to be
congratulated on their recent attainment of
the Utah C. P. A. certificate.
Mr. R. H . Morrison and Mr. C. H . Lee,
of our Chicago office, have been successful
in passing the C. P. A. examination of the
State of Illinois.
Mr. J . R. Fincher, of our New York
Thirty-ninth Street office, recently has
been admitted to membership in the American Institute of Accountants as a result
of his having passed the examinations given
by the Institute.
Mr. L . R. Weckerly, of our Denver office,
has passed the November C. P. A . examination of the State of Colorado.
Mr. C. H . Wolf, of our Atlanta office,
recently has passed the C. P. A . examination of the State of Georgia.
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Theft Preventives
JAMES R A N D O L P H SMITH, as he
may be called instead of by his own
name, fell by the wayside through yielding to the temptation of using money
which did not belong to him. His story
is the typical one of youth, a quest for
thrills, the lure of bright lights, and lack
of means of his own with which to gratify
his immoderate desires. Secure in the
confidence of his employers, entrusted
with considerable sums of money, not
under bond, and surrounded by all the
opportunity which could have been provided, the fall from grace almost might
have been predicted.
From the standpoint of the employer,
there are two phases of that class of employment which involves fiduciary integrity. One phase concerns the moral side
and falls in the field of social economics
into which, in his latter years, that great
economist, John Stuart Mill, was irresistibly drawn. The other phase has to
do with reducing business risk in a coldblooded manner, which ignores sentiment
as if there were no such thing.
The principle is well settled, that risk
of loss from pecuniary lapses of those who
handle funds is minimized when such employes are surrounded with all the safeguards known to modern organization and
management. The question of whether
or not an employer has a duty to reduce
the opportunity for dishonesty, of course,
is open to argument.

The ethical question of duty as a moral
issue need not be debated and settled in
order to give practical effect to the merit
which is found in the idea. Means which
circumscribe opportunity for artifice and
wrongdoing automatically remove temptation to the degree that the means are
sound in theory and effective in application.
The device of bonding employes has the
dual advantage of compensating the employer in case of loss and restraining the
employe from hazarding his right to
liberty and the pursuit of happiness by
going wrong. Thoughtful planning of
accounting control as it approaches the
ideal diminishes the opportunity for moral
defection. The person who sees no chance
of stealing without the likelihood of
being immediately detected is not apt
to steal.
Precautions of organization and system,
and protective measures, irrespective of the
motive which prompts their installation,
accomplish a two-fold purpose. They
tend to prevent loss from theft. They
lessen, if not remove, temptation.
Whether temptation is made a matter of
primary or of secondary consideration is
immaterial. If the removal of temptation is an incident to the desired result,
qualms of conscience which anyone
might have on the subject would be satisfied. The important desideratum is to
prevent loss from theft.
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"Don'ts" Which Will Help
" D O N ' T trust any one with your
money, if you would not have it
stolen," might be a very simple and effective formula for theft prevention if it
would work. Modern business is conducted on a different basis; hence, other
"don'ts" must be considered.
Generalizations have their value in
eliminating detail. They convey ideas
much more quickly than a mass of
undigested information. But in the
application of principles, details will not
be thrust aside.
The principles of embezzlement prevention have been stated again and again.
They have been presented in general
terms and illustrated by cases. Seldom
has their application been discussed concretely, having in mind the inter-related
bearing of organization, function, accounting system, and control.
The purpose of this article is to present
and discuss some of the simple precautions
of a preventive character with a view to
helping business men to understand more
definitely than in the past what are some
of the chief pitfalls and how they may be
avoided.
As a cardinal principle no one person
should have financial matters entirely in
his grasp, much less control. Furthermore,
the controlling records should be divorced
from the person who handles the funds.
In the usual sequence of business transactions within a given concern, the purchase of goods follows soon after setting
up the organization, but the sale of goods
produces the first cash received after the
initial cash provision for current purposes.
Thus, one typical situation perhaps may
be visualized best by viewing the work of
a theoretical employe who performs all the
duties of cashier and bookkeeper, considering the transactions, beginning with
sales, as they bear on the question of cash
irregularities. This situation is by no
means rare, particularly in smaller concerns. Fortunately, however, such situa-

tions probably are decreasing rather than
increasing in number.
For purposes of illustration, let it be
assumed that the "custodian" personally
performs the following duties: prepares
sales invoices and keeps the sales records;
receives all incoming cash (currency and
checks) direct; enters receipts in the cash
book; passes on questions of cash discounts and similar allowances; keeps the
customers' ledger; deposits in bank, checks
and such currency as is not needed for
currency disbursements; makes disbursements in currency and cashes checks, recashing such checks at the bank; prepares
disbursement checks but does not sign
them (the latter an absurd precaution
under the circumstances); enters disbursement checks in the cash book; keeps the
purchase invoice register; foots and balances cash book; reconciles the bank
balance; keeps the general ledger.
Almost every form of cash irregularity
known would be possible under these Conditions. Abstraction, interception of receipts, and improper withdrawal of funds
on deposit might be perpetrated with maximum possibilities of success in attempted
concealment. There is a mixed cash condition, that is to say, no line of demarcation between cash in hand and cash on
deposit. Checks and currency may be
interchanged without any control over the
identity of either. Altogether the situation is alive with opportunity for one who
is disposed to be irregular.
The remedy for a situation of this kind
may be found in applying certain fundamental rules of which many well-organized
business establishments have long since
taken advantage. The first of these is
divorcing from the cashier all records except the cash book. The second is establishing a cash fund of fixed amount out of
which to make small disbursements, using
checks for disbursements whenever possible. These are the two most important
changes needed to correct a dangerous
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situation. Others, approaching the ideal,
are dependent upon what the circumstances in a given case will permit.
In considering correction, attention of
course must be given to practicality. To
achieve a situation absolutely ideal might
require so much expense as to render the
scheme impracticable. Further, the qualifications and temperament of employes, and
office relations, have to be considered.
The decision as to the extent to which
correction should be carried must be made
in the light of all the circumstances.
There can be little question about the
desirability of separating the bookkeeping
function from that of the cashier and of
establishing a fixed fund for small disbursements. These precautions reduce the possibility of falsifying the records to the cash
book, lessen the chances of embezzlement
through interception of receipts and improper withdrawal of funds on deposit, and
tend to limit the size of any shortage which
might be perpetrated. Embezzlement prevention usually is less expensive than
having to prove the loss in case embezzlement occurs.
With the bookkeeping work eliminated
from the control of the cashier, his duties
are restricted to receiving and disbursing
cash and keeping the immediate record
thereof. There is no opportunity for him
to manipulate the complementary and
the control records and therefore little
likelihood that he would attempt a
shortage which would involve customers
or creditors.
Interception of receipts from customers
presents a situation wherein it is made to
appear that certain payments which have
been remitted by customers have not been
received. If the cashier does not keep the
customers' ledger, does not mail statements
to customers, and does not have access to
the general ledger which controls the
customers' ledger, it would be difficult for
him to intercept any considerable amount
of receipts without being detected.
In like manner, the opportunity for
improper withdrawal of funds on deposit,
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purporting to represent payments to creditors, is affected by the freedom which the
cashier has of manipulating the purchase
records and accounts with creditors. The
representation made through a situation
of this kind is that certain amounts due
creditors have been paid when, in fact, the
creditors have not received the payments.
If the cashier does not enter the purchase
invoices, or does not make up and enter
the vouchers payable, and does not receive and check up statements received
from creditors, he would not be able to
conceal a shortage arising through improper withdrawal of funds in this manner
for any length of time.
Thus, divorcing the bookkeeping related
to customers' and to creditors' accounts
from the cashier accomplishes two very
desirable purposes. The first minimizes
the opportunity of covering intercepted
receipts from customers. The second removes the temptation of improper withdrawal, with the hope of concealment
through falsification of creditors' accounts.
The bookkeeping duties having been
removed, the work of the cashier consists
of the following: receive all incoming cash
direct; enter receipts in cash book; pass
on question of cash discounts and similar
allowances; deposit checks and currency
in bank; prepare disbursement checks;
enter disbursement checks in cash book;
foot and balance cash book; reconcile
bank account.
Several items in this list of duties need
modification even after assuming that a
cash fund of fixed amount for small disbursements has been established. The
latter, incidentally, will no longer form a
part of the general cash but will be controlled through a separate account in the
general ledger. The fund will be relieved
by a general voucher payable to be entered in the vouchers payable register
like a voucher covering outside purchases.
The fund will be replenished by a check
drawn on the general bank account to the
order of the cashier, in an amount equal
to the amount of the relief voucher, so
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that the imprest fund always will stand at
a fixed amount.
Further modification of the cashier's
duties as outlined above has to do with incoming receipts, passing on discounts and
other allowances, depositing receipts, and
reconciling the bank account. Again it
should be borne in mind that the extent
to which some of these modifications may
be carried will depend upon the size and
details of organization.
Incoming receipts, under an ideal arrangement, should pass through the hands
of some one and be recorded in the aggregate before being passed to the cashier for
entry. In some establishments cash sales
are recorded and totaled by means of cash
registers. Receipts coming in through the
mail are usually in the form of checks and
may be totaled by a mail clerk or some person who opens the mail and takes out enclosures. With information as to the
total of receipts passed on to the bookkeeper independently of the cashier, an
opportunity is afforded to build up the
general ledger control of receipts. Thus
the possibility of interception without
detection practically is precluded.
The question of cash discount and
similar allowances presents a somewhat
troublesome problem, unless in these matters care is taken to remove from the
cashier authority of decision as to amounts.
The subject also is bound up with other
considerations, such as the control of receipts, just previously discussed, with the
deposit of all receipts, and with the establishment of a fixed cash fund for small disbursements.
If receipts were properly controlled by
independent report to the general bookkeeper from the person receiving incoming
cash, it would profit the cashier nothing
but trouble, if he were to attempt any
manipulation of cash discounts with a view
to abstracting currency.
If the receipts are not controlled, a
cashier with a mixed cash account, that is,
part in hand and part in bank, might falsify
the discount column in his cash book,
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thereby reducing the amount of net cash
with which he charged himself, and escape
detection up to the time of audit. In the
experience of one firm of certified public
accountants, three cases of this character
were encountered within a period of six
weeks.
The possibilities of this form of irregularity are reduced somewhat by the introduction of a fixed fund and the deposit in
bank of all receipts intact, but not altogether eliminated as long as the cashier
has any currency in his receipts, unless the
receipts are controlled by independent
report to the general bookkeeper. The
latter purpose sometimes is accomplished
by having someone under the jurisdiction of
the general bookkeeper maintain a detail
cash book, entering therein the net cash,
discounts, allowances for freight, etc. The
cashier then takes over the receipts, and
enters the cash, discounts, and allowances
for the day in total. The general bookkeeper takes off the totals for his control
and either himself, or through some one
under him, posts the details to the customers' ledger.
One further feature of limitation as to
the duties of the cashier needs to be considered. The bank account should be
reconciled by some person other than the
cashier. In this way the cashier would be
prevented from falsifying the reconcilement and misrepresenting the balance on
deposit. This form of coverage is frequently attempted but will not withstand
the test of proper audit. However, regular, monthly, independent reconcilement
removes the possibility of coverage through
manipulation of the bank balance and the
opportunity of altering, destroying, or
misfiling checks until after they have
served their purpose as the basis of reconcilement.
The work of the cashier, with the application of the foregoing precaution, will
now have become circumscribed so as to
limit his duties and responsibilities to the
following: enter controlled receipts in the
cash book; deposit all receipts in bank;
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prepare and enter disbursement checks;
foot and balance cash book. If the further
precautionary step of having someone
other than the cashier make the postings
from the cash book about every safeguard
possible will have been imposed. The
opportunity for stealing cash will have
been minimized and very little chance of
successful concealment will remain. This
situation, of course, is ideal but not without
the bounds of reason.
Summing up, the following list of admonitions may be offered as means of preventing
loss from theft of cash, of limiting the
amount of a shortage, and of facilitating the
determination of the exact amount in case
a shortage occurs:
Don't let an employe serve in the dual
capacity of cashier and bookkeeper.
Don't allow the cashier to have a mixed
cash account.
Don't permit the cashier to make currency disbursements out of currency receipts.
Don't let the cashier receive collections

N
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until they have been recorded by some
other person.
Don't permit the cashier to fix the
amounts of cash discounts and similar
allowances.
Don't allow the cashier to make small
disbursements out of other than a fixed
fund controlled by the general ledger.
Don't let the cashier draw checks to the
order of cash.
Don't let the cashier destroy checks that
have been spoiled in preparation or cancelled for any reason.
Don't, in case of two or more bank accounts, allow the cashier a choice among
two persons authorized to sign checks if
both are available at the same time.
Don't permit the cashier to reconcile the
bank account.
There are various other refinements of
admonition which might be introduced,
but with these precautions any cash irregularity may be detected easily and an incipient shortage prevented from developing
into one of consequential amount.

Accountancy Legislation

EW Y O R K State may or may not
have a satisfactory law governing the
practice of accountancy as this is being
read. For two successive years legislation has been attempted with a view to
bringing some order out of the chaos which
has existed. New York State has had a
law governing the issuance of C. P. A .
certificates since 1896. It was the first
State in the country to make such legal
provision. The designation of C. P. A .
has grown in significance, even though the
law of the State has not prohibited the
practice of accountancy by those not so
designated. State control of those practicing within the confines of New York
admittedly has been impossible, because
there has been no restriction of practice
based on a legal requirement as to license.
Now it is proposed, by a bill before the
Legislature, to let down the bars, so to
speak, by granting the C. P. A . certifi-

cate to those who have had a certain
amount of experience, but without having
to meet the educational requirements
heretofore imposed by the Board of
Regents. This, of course, will admit a
large number of individuals whose qualifications for practice are questionable, but
it will have the effect of bringing under the
control of the State all persons recognized
as eligible to practice, to the exclusion of
all others except those who in the future
are able to qualify for certification by the
State Board of Accountancy.
Certified public accountants of standing
cannot but view with mixed emotions this
proposed action of expediency. There
are hundreds of men who have studied
diligently and under tremendous handicaps to fulfill the preliminary requirements
and to fit themselves to pass the examinations set by the Board. These same
individuals have acquired, through years

30

HASKINS & SELLS

of grilling service, practical experience
which is necessary to properly represent
the profession. Therefore, it becomes
somewhat difficult to reconcile the mind to
a law which admits to the company of
qualified accountants men who have not
made the sacrifices which have been necessary in the past to meet the requirements
of the law.
Those who are in the profession are now
called upon to take a broad view of the
situation and unselfishly build for the
future of the profession. Bitter though the
pill may be, it must be swallowed in the
interest of years to come, and with the
hope that the results to be accomplished
will justify what now seem to be undesirable means.
The forefathers in our profession were
actuated by high ideals. They saw for
the profession a future in which the certi-
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fied public accountant would merit the
respect and confidence of business. They
looked forward to a time when the designation of C. P. A . would stand for education, experience, judgment, and professional ability in matters relating to accounting. Many of their ambitions have
been realized, yet the profession as a
whole is far from having reached a plane
where the letters C. P. A . have come
to have the full significance which was
hoped for them.
The present epoch is but one of a series
through which the profession must go in
order to accomplish refinement and elevation. The broader view counsels pressent sacrifice in the interest of the future.
Those who have the success of the profession at heart are called upon to make this
sacrifice now, and it should be made
whole heartedly.

Differentiating Capital Stocks
O T H E R corporation apparently has
A Nbeen
added to the list of those who

have been misled as to the precise nature
of capital stock without nominal or par
value. The evidence is contained in an
advertisement of a recent stock offering.
The advertisement in question offers a
number of shares of Class A stock of a certain corporation. The company also has
an amount of Class B stock outstanding.
Both classes represent stocks of no par
value. The offering sheet states plainly
that "the company has no bonds, preferred stock, or funded debt."
Nevertheless, Class A stock is described
as having priority over Class B stock both
as to assets and as to dividends. With
regard to dividends, Class A stock is entitled to non-cumulative payments of
seventy-five cents a share before any
declarations may be made on Class B
stock. Before Class A stockholders may
receive any further dividends, however,
Class B stockholders are entitled to a payment equal in the aggregate to the total
amount paid Class A stockholders. Any

further dividends are to be divided equally
between the two classes.
Somewhat the same provisions are to
apply to the distribution of net assets in
case of liquidation or dissolution of the corporation. Each share of Class A stock is
entitled to twelve dollars before Class B
stockholders receive anything. The latter
are then to receive, for ratable division
among themselves, an amount equal in the
aggregate to the total paid to Class A
stockholders. The two classes are to share
equally in whatever surplus remains, if
any. Class A stock is non-voting, except
as specially provided. It was offered at
$11.25 per share.
It will be noted that the provisions
governing the issuance of the Class A
stock bear all the earmarks of a regular
preferred issue. Nevertheless, the stock is
never referred to as such. It is even stated
specifically that the corporation has no
preferred stock. The two classes are
evidently taken as being slight variations
of one class of common stock.
The confusion very probably arose be-
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cause of a misunderstanding as to the
nature of capital stock without par value.
A notion seems to be prevalent in some
quarters that the abolition of all par value
automatically" eliminates the distinction
between classes of stock. It has been argued that where the stock of a corporation
is without par value, it is unnecessary to
keep any accounts for capital invested
other than one "net worth account."
Such reasoning is utterly fallacious. The
removal of par value from preferred and
common stock does not make them the
same. One still has certain rights which
the other does not possess. And even in
cases where there is only one kind of stock,
the capital contributed in exchange for
stock certificates should not be merged on
the books with surplus arising from operations, appraisals, or other sources, although
such a merger is made for purposes of
finding the equity which the stock certificates represent. Unless the different elements are kept separate, it would be very

31

difficult to know just when dividend
payments began to encroach on capital
invested.
The question of the desirability of preferred stock without par value has been
discussed many times. It appears that
there is more disadvantage than advantage
in removing par value from issues of preferred stock. Confusion is likely to occur
when both common and preferred stock
exist without par value, in defining the
rights of each class. It is sometimes necessary to assign an arbitrary value to nonpar preferred stock, as in the case at hand.
Then, wherein lies the advantage in removing par value at all?
Preferred stock is usually issued as a
class of securities midway between bonded
indebtedness on the one hand and common
stock on the other. It partakes somewhat
of the nature of both. It usually has
enough of the characteristics of long-term
bonds to render the abolition of par value
a very questionable procedure.

Book Review
Munn, Glenn G . Bank Credit. (New
York, McGraw-Hill Book Co., Inc., 1925.
284 p.)
The idea that only books on accounting
are useful to accountants has been refuted
so often that no further proof necessarily
need be offered. M r . Munn's book, however, is too striking an example of a book
which should be studied by accountants
who wish to take advantage of any opportunity for more intelligent rendering of
professional service, not to use it in
support of a principle.
Service connotes satisfaction to the
party served. Ability to satisfy depends
upon having a knowledge of that party's
requirements, of his ideas, and even perchance of his capricious likes and dislikes.
Successful service frequently is built on a
psychological study of the individual seeking service, or of the type to which he
belongs.
Ergo, if accountants would serve clients

who have occasion to offer financial statements to banks for credit purposes, what
could be more logical than to find out what
kind of information is required? Further,
if accountants understand thoroughly the
reason on the part of banks for desiring
the data, what use is made of the statements, and incidentally something about
the mechanics of bank credit departments,
such information cannot but contribute to
more useful service.
The book in question was written for
bank credit men and students of bank
credit affairs. Business men who borrow,
and accountants, one of whose functions
is to facilitate borrowing, may read it with
profit. The influence of a book of this
character should reach far beyond the
field it was designed to reach.
The chapter on Statement Analysis is
admirable; that on Estimated Future
Balance Sheets, full of interest and unique.
There is also a good discussion of commer-
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March 19, 1925, marked the first annicial paper purchases. Not the least important to accountants are the chapter on versary of M r . Sells' death. The year,
Ethics of Credit Interchange and the while passing all too quickly, has brought
appendix treating of Contingent Liabili- a keen realization of loss to our attention
ties. The latter, strange to admit, is one on many occasions. We have missed the
of the fullest discussions of the subject inspiration of M r . Sells' presence and the
benefit of his wise counsel.
available.
The book as a whole is well written and
We have noted with interest that M r .
very readable. The author is to be commended for his contribution and for the Chris M . Martin, of our Chicago office, was
concise way in which he has presented a successful in passing the May, 1924,
C. P. A. examination of the State of Illinois.
large amount of information.

Early Days of American
Accountancy

M

R. J A M E S T . A N Y O N , senior member of the firm of Barrow, Wade,
Guthrie & Company, has contributed,
under the title above, a fascinating bit of
literature in a series of three articles which
appeared in the January, February, and
March numbers of the Journal of Accountancy.
One who has been privileged to know the
genial author of the articles, reads the
record of his reflections as one quaffs a
pleasant drink. Any one who seeks, or
needs without realizing it, a change from
the humdrum of technical perusal will find
in the articles refreshing diversion.
The reminiscences carry in suspension a
lot of information which, aside from the
entertainment it affords, is valuable in
helping to fix the background of presentday practice.
Mr. Anyon has traced the career of the
accountancy profession in America from
about 1880 to date. We acknowledge
herewith our debt of gratitude to him and
hope that as soon as the pressure of the
busy season will permit the articles will be
read by every one in our organization.
Mr. E . E . Leffler, manager of our
Buffalo office, has been elected vicepresident of the newly organized Buffalo
Chapter of the New York State Society
of Certified Public Accountants.

Mr. R. B. Cato, of our New Orleans
office, is to be congratulated also upon his
attainment of the C. P. A. certificate of the
State of Louisiana.
Mr. C. M . Doiseau, formerly assistant
manager of the New Orleans office, has
been transferred to the Executive Offices,
Technical Procedure Department, for the
purpose of devoting his entire time to system engagements. The work in this field
having assumed proportions which seem to
warrant the assignment of some one to concentrate thereon, M r . Doiseau was selected because of his interest in, and
specialization along, system lines.
Before leaving New Orleans Mr. Doiseau
was given a farewell dinner by the staff.
Mr. Gordon M . Hill, for several years a
member of the New Orleans staff, has been
made assistant manager of that office,
effective April 1.
We have pleasure in noting that M r .
R. H . Moore, of our Los Angeles office, has
been successful in passing the C. P. A .
examinations of the State of California and
of the American Institute of Accountants.
Mr. C. M . Doiseau delivered an address
before the student body of the College of
Commerce and Business Administration,
Tulane University, at New Orleans, on
March 3. His treatment of the subject,
"System in Business," was very much
appreciated.
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Those Who Gome Afterward

E R E D I T Y is accredited with the responsibility for traits, both good and
bad, which emanate from the conduct of
human beings. The contention has been
made that individuals are powerless to
change certain characteristics conferred
upon them by birth. With equal merit,
it might be argued that accountants are
born, not made. By the same token, it
logically should follow that the theory of
self-determination is little else than a
myth; that there is nothing in the power
of example.
Mankind has been classified, for various purposes, in a great variety of ways:
sex, occupation, religious beliefs, political
affiliations, etc. There are those whose
personality is pleasing. There are those
who generate antagonism merely by their
presence, without so much as speaking a
word. Some persons think for themselves;
some allow others to do all their thinking
for them.
Accountants, deriving their occupational
designation from the nature of their work,
are subject to classification in many different ways. Some accountants are given to
self-determination and do their own thinking. They are as independent in action as
in thought. In the main, however, accountants, like other persons, are tremendously influenced by example. Even the

original thinkers usually are wise enough
to observe, and to profit from what they
see.
Example is a powerful factor in the life
of any business organization. Of more
importance, possibly, is the question of
example in an organization of a professional nature such as ours. In the matter
of dignity in contact with clients, in the
technical attention which is given to engagements, in unselfish devotion to the
firm's affairs, and in the thousand and one
details which make up that serious vocation known as professional practice, example is a strong force in delineating the
character of the organization.
Those who will carry on tomorrow will
be influenced by the example of today. A
spirit of carelessness, of disinterested,
routine work today, will bear fruit of its
own kind in the future. Building for the
years to come should not be a meaningless
phrase. The romantic history of American business contains too many instances
of office boys who have risen to high positions in the business structure of the country. A sense of pride in the past, of devotion to an ideal, of hope for its fulfilment in the future, should prompt those
of today to leave nothing undone which
will serve as a fitting example to those who
come afterward.
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Certifying and Not

U R P R I S E is sometimes expressed that
accountants give their approval and
certify to published statements, the form
of which is at variance with the generally
accepted ideas on that subject. Critics
have gone so far at times as to accuse accountants of lending their names to statements which literally were not true. Probably every practicing certified public accountant has had the experience of attaching his name to a statement that he would
have changed materially in form could he
have given expression to his own ideas in
an untrammeled manner.
A published financial statement of a
given corporation is a statement prepared
and issued by the corporation in question.
Hence, it should not be considered strange
if the financial or other officials of the corporation seek, in preparing the statement,
to express in their own way the financial
affairs of the corporation. The accountant may approve it or not, as he sees fit.
Often the advice, suggestions, and guidance of the accountants are sought in the
preparation of published statements.
Sometimes such aid is neither sought nor
accepted when offered, and what amounts
to an ultimatum is necessary to further
progress in the issuance of a statement
with certificate attached.
The policy of accountants generally,
however, is to accede to the wishes of
clients in matters of statement form as
long as the statement is not so constructed
as to be misleading. Whether a reserve
for depreciation is deducted from an asset
account or shown broad is a matter of
small concern if there is a reserve and it
is made to appear with proper description
on the balance sheet.
Accountants individually may have their
own notions on the subject of locating depreciation reserves and other equally moot
questions. Readers of statements may
have certain personal preferences, and
even deep convictions. Yet no one who
reads a balance sheet with the reserves

treated either way is justified in claiming
to have been misled about them if they
are adequately described.
There is no necessity for going to war,
so to speak, with a client who has ideas of
his own and wishes to express them in his
published statements if that procedure
does not obscure the facts or offer opportunity for anyone to be misled. There is
no reason for refusing to certify because
the form of statement may differ somewhat from the accountant's concept of the
ideal.
A statement is correct if it discloses the
facts. The order and manner in which the
facts are arranged are likely to have a
very decided bearing on the ease with
which the statement may be read and understood. If some one, in whose hands
the power rests, chooses to set forth the
facts in a statement so that they are not
as easily understood as they might have
been had they been arranged differently,
the good faith of the accountant need not
be questioned because he certifies to the
statement.
When an accountant permits an item of
importance to be classified as a current
asset, when there is no chance of its realization within a reasonably short time, he
is open to criticism on the ground of lending his approval to a misleading statement. When an accountant winks at
sleight of hand manipulation at the close
of a fiscal period in order that readers of
the statements may be deceived by a condition which changes with the dawn of the
day following, he is not faithful to the
trust which his title implies.
There are some cases, however, which
may be called border line cases. These
are cases where certain items do not follow strict theory in their presentation in
statements. For example, the recovery of
taxes paid in prior years finds no good
accounting theory which will permit the
deduction thereof from tax expense of the
current year. Yet no one will be deceived
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if the tax caption in the income statement The net asset equity taken over by the new
is qualified parenthetically to show that corporation being represented, in part, by
the tax expense, as it appears for the year, new bonds issued and by outstanding
is after the deduction of recoveries ap- shares of stock at stated values, the replicable to prior years.
mainder became capital surplus, or surplus
acquired rather than earned.
A situation of this kind in a published
statement may excite wonder as to the
The objection which was raised had to
theory which prompted the set-up. The do with the representation made on the
procedure may be questioned on the basis balance sheet as to the preferred stock.
of sound theory. It may be criticized as This stock, carried on the balance sheet
poor policy in the light of future compari- at one dollar per share, according to the
son, particularly since probably there will terms of issue, is redeemable at the option
be no future recoveries of a similar na- of the corporation, or in liquidation, at
ture. Any one who wishes may fret and one hundred and five. Hence, the point
fume at the violation of good form. But is made that any one reading the balance
no one is going to be misled.
sheet put out will get the impression that
In a recent case some criticism was di- only one dollar per share is necessary to
rected at certain accountants because of a take up the preferred shares before deterpublished statement in connection with mining the common shareholders' equity,
which their names appeared. It was one whereas, one hundred and five dollars per
of these "giving effect" affairs which have share must be paid out before common
been the subject of considerable discussion shareholders would be entitled to anyand have had the benefit of consideration thing. It should be said, in the interest of
and recommendations on the part of a clarity, that no mention was made in the
committee of the American Institute of balance sheet of the redemption value per
share.
Accountants.
The case in question was one in which
This case is one which perhaps is open
an entire issue of bonds and entire issues to debate. The balance sheet was in acof preferred and of common shares, both cordance with the facts. The values aswithout par value, were issued by a newly signed to the shares were fixed by the
organized corporation to a banking house directors under authority derived from
in exchange for the net assets of a pre- the charter. Whether or not the balance
decessor corporation. The bankers then sheet was misleading because no reference
sold the bonds and the preferred shares to therein was made to the redemption value
the public, giving as a bonus with each pre- doubtless is one of the questions which
ferred share one share of common stock.
experience in dealing with preferred
The corporation proceeded, by resolu- shares having no par value will solve.
tion, to assign a stated value of one dollar There seems to have been no reason in
per share to the preferred shares and of this case why the certification was not enten cents per share to the common shares. tirely appropriate and in good form.

B

Family Property and Earnings

E F O R E the days of modern corporations, the Smith family owned and
worked a certain farm. As the sons advanced in years Smith Senior bought contiguous farms and the sons individually
assumed the responsibility for operating
various units, but the property remained

in one group and the earnings were pooled.
The Jones family nearby, but with property extending in a different direction, developed the farming industry in a manner
similar to that of the Smiths.
Later a certain valuable farm became
available and was purchased jointly by the
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Smiths and the Joneses, except that the
Smiths supplied two-thirds of the funds
for the purchase, thereby acquiring a twothirds ownership in the property. By
agreement between the two parties, the
Smiths were to receive two-thirds of the
profits or suffer two-thirds of any losses,
settlement to be made at the end of each
year.
For accounting purposes, the SmithJones enterprise being a joint venture,
each family took up as an asset its share
of the property and into income its share
of the profits.
Eventually, following the trend of modern organization, each family incorporated its farm enterprise, and a separate
corporation was formed for the SmithJones joint venture. The Smith group
took two-thirds of the shares; the Jones
group one-third.
The business relations between the two
families continued as before, but certain
legal entities had entered into the situation and certain formalities now were necessary, where previously everything had
been carried on in a most informal manner.
The Smith family no longer owned twothirds of the land; title now was vested in
the corporation. However, by virtue of
owning two-thirds of the shares in the corporation, the Smith family was able to
elect a majority of the directors and to
require or take any action, not illegal,
which might be necessary to dispose of the
land, convert the value into cash, and distribute the cash. It is not unlikely that
the Smith family had the power, by means
of proper corporate action, to cause a
physical partition of the land and deed the
divided interests to the two groups of
shareholders.
Again, the Smith family had the power
to cause all profits of the corporation to
be distributed as dividends, but no legal
right to appropriate any of the cash of the
corporation without formal action of the
directors making cash available for withdrawal as dividends. Apparently, there is
no reason why the Smith family could not
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have caused to be set up on the books of
the Smith-Jones corporation, an undivided
profit account out of which to declare
future dividends, if for one reason or
another it was not deemed advisable to
distribute all profits currently, and could
have drawn cash in advance on account of
prospective distributions.
Whether or not such action was taken
by the Smith-Jones corporation, there appears to be no reason why the Smith corporation should not have accrued, as it
were, the proportionate share of net profits applicable to its share-ownership of
stock in the Smith-Jones corporation. As
income, such proportion was not immediately available. As a receivable, the item
was not strictly current. Still all that was
needed to make the completed transaction
productive of income to the Smith corporation was action on the part of the SmithJones corporation, which the Smith corporation was in a position to bring about
at will.
The situation illustrated by the Smith
and the Smith-Jones corporations has its
analogy in many corporate groups of enterprises which exist today. The difference is one of magnitude, not principle.
Many related lines of activity are linked
together by stock ownership. There are
various degrees of relationship. Some
parent companies hold shares of subsidiaries and live on the income derived from
the dividends thereof. Other parent companies operate and supplement the income
thus produced by interest and dividends of
subsidiaries. Some subsidiaries are wholly
owned; others only partially so.
In order to obtain a complete accounting picture of the group, consolidation of
parent and subsidiaries is necessary. This,
however, presents problems which sometimes are not easy to solve. A subsidiary
only fifty-one per cent. owned may have
large assets and large liabilities which
swell unduly the assets and liabilities of
the consolidated statement and require
therein a large segregation of surplus applicable to the minority interest.
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Another point of difficulty is that dividend dates of subsidiaries may not synchronize with those of the parent. In
other cases, a relatively small but troublesome minority interest may render dividend declarations inexpedient from the
point of view of the controlling interest,
and the problem which presents itself is
how to take up the holding company's proportion of profits when such profits have
not been distributed.
There are, of course, many views on
these questions and, as might be assumed,
the views frequently are conflicting. For
tax purposes, any subsidiary less than
ninety-five per cent. owned may not be consolidated. For other accounting purposes
the treatment to be accorded to partially
owned subsidiaries is not restricted by tax
procedure and often is controlled by expediency. Of the various ways available one
probably is as good as another, except that
which attempts, in consolidation, to take
up the equity in specific assets and liabilities of the subsidiary.
Perhaps the course most frequently
adopted is to take up partially owned subsidiaries as investments at cost, ignoring
fluctuations in value as a matter of bookkeeping, but showing market values or
book values on the balance sheet by way
of parenthetical information. Dividends
are taken up as other income when received, and in some cases are accrued.
The latter, while not legally correct, sometimes is justifiable not so much because of
an unbroken record of payments which the
subsidiaries may have as by the fact that
the parent company has the power to require the dividend declaration as long as
profits are available.
As an alternative to this procedure subsidiaries are taken into consolidation,
merging the assets, liabilities, sales, costs,
and expenses of the subsidiary with similar items of the parent company, but setting out the minority interest in capital
stock and surplus on the balance sheet and
deducting the minority interests' share in
profits on the income statement.
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Another way is to show the subsidiary
in the consolidated statement as an investment or as an equity represented by shareownership, revaluing the investment from
year to year, and taking up the yearly increment in excess of any dividends received
as a credit to surplus. This method obviously has the effect of differentiating
profits, if any, received as dividends, from
profits not yet received, the former being
taken up as other income.
A method which for some reason has
received less attention than any other
seems to have certain merits which the
others do not possess. The method in
question consists in setting up the stock of
the subsidiary as an investment at cost, or
at book value at time of instituting the
method, if the method was not instituted
until after the time the stock was acquired.
The proportionate share of net profits of
the subsidiary as determined by the parent
company's share-ownership is taken up on
the income statement as other income and
shown on the balance sheet in the investment section as a receivable. The receivable is reduced from time to time as dividends are received.
This method has the advantage of permitting the parent company to take up its
proportionate share of profits without
waiting for dividend action on the part of
the subsidiary. While legally the profits
have not been received, the parent company is in a position to enforce their collection and apparently the legal relation
in this kind of a situation is but a fiction
which need not interfere with the practical
working out of the accounting. In the
event that dividends are not declared, the
parent company's equity in the subsidiary
automatically increases and the proportionate share of the profits of the subsidiary is regularly taken up as income, notwithstanding the fact that there has been
no cash distribution.
Under this method there is no inflation
of assets and liabilities in the consolidated
balance sheet. There is no need to show
the minority interest. Sales, costs, and ex-
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penses are not inflated in the income statement and there is no occasion to show the
apportionment of profits as between majority and minority interests. There is no
necessity of revaluing the subsidiary investment, or of adjusting the consolidated
surplus because of any increment. A l l income derived from the subsidiary appears
in one place in the income statement. A l together, the method has much to recommend it, with nothing to detract from its
usefulness, except a legal fiction which is
theoretical rather than practical.
There are two ways in which to look at
a situation involving group relationships.
One way is to seek the method which will
most greatly facilitate the handling of the
figures involved. The other is to seek a
way of presenting the figures so as to give
the best picture obtainable, within reasonable limits, of the aggregate of capital
which is being operated through the group

I
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relationship. Controlling stock ownership
furnishes the basis for a strong argument
in favor of taking up profits earned but
not distributed by subsidiaries. It scarcely
can be construed as authority for extracting an indivisible interest, represented by
share-ownership, in specific assets, liabilities, sales, and costs of the underlying
company. While that procedure, perhaps,
would seem to give a truer picture of the
group operations, the legal entity of the
subsidiary intervenes to an extent which
precludes such steps. The complexities of
assets and liabilities make it impracticable
to consider the identification therein of
share-ownership interests. The nearest
approach thereto seems to be recognition
of the respective interests in the capital
equity and in profits which are only
one step removed from realization by
the legal technicality of declaring a
dividend.

Funding a Fund

F it were possible to go back four hundred and thirty years and discuss matters with Lucas Pacioli, who laid the
foundation for modern accounting, it
would be interesting to obtain his views on
the use of the term "fund." Probably no
other accounting term has been more bandied about than this unfortunate noun.
Definitions leave no doubt as to the
meaning of the word. Writers having the
weight of authority, and those without,
repeatedly have likened it to an asset. One
of the oldest usages finds it invariably on
the asset side of the balance sheet. And
yet, every now and then some author,
either through ignorance, or with a desire
to block the wheels of progress in the field
of terminology, brings in the term on the
liabilities side as if it were entirely proper.
The question of what is proper may depend on one's point of view. The Englishman who, when he saw an American
balance sheet for the first time, said,
"Fancy putting the liabilities on the wrong
side," looked at the matter from the only

angle he knew. Perhaps he would have
said the same thing about funds. The
fact, however, remains that there appears
to be no necessity for breaking down practices which have become established and
are gradually being accepted without better reason than the whim or notion of
some individual.
The struggle to bring order out of
chaos in the matter of nomenclature has
been long and hard. It is still going on
with scant measure of progress being exhibited from time to time. The time probably is far distant when accountants, lawyers, engineers, and business men will speak
the same accounting language. There are a
few things, however, to which one can pin,
and argue and contend for. One of these
is that a fund is an asset, and no one
should be permitted, without objection, to
call it anything else.
The occasion for voicing this particular
objection arises out of reading an article
which recently appeared in a leading publication devoted to accounting matters, on
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the subject of College and University Accounting. Not once, but several times, the
author uses the term "funds" on the liabilities side of the balance sheet, namely, endowment funds, plant funds, and current
funds.
Apparently, there is no reason why the
nomenclature of a college balance sheet
should be made to depart from the traditional set-up of a business organization.
The principles of accounting apply as well
to a college or a university as any other
type of organization. Because a university is obliged to segregate certain units
of capital, in order to keep faith with its
beneficiaries, is no reason for revising the
whole scheme of accounting and accounting terminology.
A university has a miscellaneous assortment of assets, but they classify generally
into those which are free or unrestricted
in their use and those which constitute a
part of some special fund. There is no
occasion for ear-marking in any way those
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assets which are unrestricted. On the
other hand, the assets which constitute a
part or all of special funds require to be
so grouped and specified.
On the liabilities side the integrity of
the special funds may be protected by reserve accounts, preferably called "fund reserves," while the remainder, or equity in
free assets after setting up the current liabilities, represents the invested capital of
the institution. Incidentally, it is absurd
to argue that an educational institution
cannot have capital. It would be equally
unsound to argue that such an institution
cannot have assets.
This dissertation may sound like much
ado about nothing. It is true there is nothing vital at stake. It is a protest, however, against loose expression, if not loose
thinking, in accounting and an appeal for
support in clinging to that which is good
rather than unconcernedly permitting whoever will to break down the fences which
have been built with so much effort.

Book Review
Leffingwell,

William

Henry.

Office

able variety, to which there is a preceding
index, and is followed by a bibliography
(Chicago, A . W . Shaw Company, 1925. appendix and a copious index of nine
850 p.). $5.00.
pages.
The author is an associate of the AmerThis work is so comprehensive that a
ican Society of Mechanical Engineers, a review can scarcely do more than touch the
member of the Society of Industrial Engi- high spots in the hope of exciting that inneers, a member of the Taylor Society, terest which the subject well deserves at the
and president of The Leffingwell-Ream hands of many persons. It is not singular
Company.
that the latter should be true, considering
The text which follows foreword and that since 1880 the ratio to population of
preface is divided into forty-eight chap- persons engaged in all kinds of office and
clerical work has increased sixfold.
ters, under eight classifications, viz.:
A careful reading of this work will
Theory and principles underlying office
management, analysis of the problem of profit any professional accountant, and
office management, standardization of the especially will profit every professional
product, standardization of the plant, accountant who has office management restandardization of equipment and mate- sponsibilities. He surely will find in it
rials, standardization of methods, stand- many things which, if carefully studied,
ardization of personnel and methods of may well be applied to his own particular
job. Incidentally, it might not be amiss
control.
The text is interspersed with sixty-seven for accountants who are engaged in widecharts, diagrams, and forms of consider- spread practice to take a leaf from the
Management,

Principles

and

Practice.

40

HASKINS & SELLS

pages of this work and apply the principles
to the problems of such practice.
We like the author's statements that
"the new conception of office management
is simplification"; that "the first principle
of office management is comprised in the
possession of a definite knowledge of what
work is to be undertaken and its purpose" ;
also that before assigning any clerical task
or preparing any system, we must decide :
(1) What is the value of the work
to be done?
(2) What is its probable cost?
(3) Is it worth what it will cost?"
The author points out that effective
management implies control and enlarges
upon what is comprehended in control. In
that connection he takes a thrust at any
person who does not function consistently
with his title of office manager, or of similar import, by saying that "such a person
is not managing unless he exercises a conscious directing influence upon the conduct
of the business; unless, in other words, he
makes things happen that should happen
and prevents things from happening that
should not happen."
Some space is devoted to control of the
human element and to the psychological
factors in office control, in relation to
which latter he says: "In this sense every
individual in an organization constitutes a
separate and different problem." It is refreshing to find one, of such indicated earlier background as the cold calculation and
mechanical tendency of engineering, giving
profound consideration to the factors of
psychology involved in the best utilization
of human units, to the separate problem
which every one of these constitutes, and
to the disastrous effects of neglecting or
ignoring such factors.
In the concluding chapter the author
indicates the present trend of office management toward a higher level of understanding and education and away from the
fads and fancies of the seductive, universal
"systematizer," and summarizes his advocacy of simplification of systems, elimination of superfluous work and details, estab-
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lishment of standards, better selection of
help, thorough training, greater use of
machinery, and the selection of executives
trained in the principles and practice of
scientific management as they may be applied to the needs and the conduct of the
office. In connection with this latter, he
suggests that management of all clerks in
all parts of an organization be placed under one head, with a true title, such as
"Manager of Clerical Activities," and,
while he does not so say, we infer that he
means also a subdivision of such management throughout the several departments
in the organization. While such management or control over the clerical activities
might bear fruit in elevating the average
competency, the reduction of numbers, and
economy of floor space, its suggestion
flouts that quality of human nature which
displays itself in seeking more authority
and power rather than in a disposition to
surrender any already acquired.
It is not necessary to accept everything
that any author advocates as a principle or
as good practice. Development can come
through the friendly friction of minds, and
in the absence of full agreement. Studious reading of this work will stimulate
thought on the subject, and that is the first
and immediate need.
At a meeting held in Seattle on March
27, 1925, under the auspices of the Washington State Chamber of Commerce, M r .
P. C. Davis, manager of our Seattle office,
was selected as a member of a committee
appointed to draft a bill for a proposed
state arbitration law, to be presented to
the coming session of the legislature for
enactment.
M r . William M . Trant, formerly assistant manager of our Denver office, has
been made manager, effective April 1,
1925.
M r . James K . Gregory has been appointed assistant manager of our Los
Angeles office, effective May 1, 1925.
PRESS OF WILLIAM GREEN, NEW YORK

ATLANTA
BALTIMORE
BIRMINGHAM
BOSTON
BUFFALO
CHICAGO
CINCINNATI
CLEVELAND
DALLAS
DENVER
DETROIT
KANSAS CITY
LOS ANGELES
MINNEAPOLIS
NEWARK
NEW ORLEANS
NEW YORK
PHILADELPHIA
PITTSBURGH
VOL. VIII

HASKINS & S E L L S
CERTIFIED PUBLIC ACCOUNTANTS

BULLETIN
EXECUTIVE OFFICES
HASKINS & SELLS BUILDING
37 WEST 39THST.,NEW YORK

N E W Y O R K , J U N E , 1925

PORTLAND
PROVIDENCE
SAINT LOUIS
SALT LAKE CITY
SAN DIEGO
SAN FRANCISCO
SEATTLE
TULSA
WATERTOWN
____
BERLIN
LONDON
PARIS
SHANGHAI
HAVANA
MEXICO CITY
MONTREAL
No. 6

Professional Obligations
IF an architect superintending a remodeling job for a client were to permit,
without comment, a faulty part of the old
structure to be worked in with the new
construction, so that the latter proved a
detriment to the client's building, the
architect probably would be criticized by
the client. Without doubt, under the
circumstances, the criticism would be
justified.
If, after having the matter brought to
his attention, the client were to decide to
go ahead regardless, the risk would be his.
He is under no compulsion to heed information, suggestion or advice. He is free
to act, or not, as he sees fit. But in case
of later defection no blame can attach to
the architect, as long as at the time he
performed the professional duty of directing the client's notice to the existing condition.
In some of the newer professions which
are feeling their way along, as it were,
there is a theory that if a professional man
is engaged for certain service, he should
restrict his attention to that service alone.
Yet a dentist engaged to fill a certain cavity
in a certain tooth scarcely could resist
noticing and commenting on a dangerous
condition that was palpably evident in a
tooth adjoining.
Practitioners in the older professions of

law and medicine seem to find no impropriety in bringing to the attention of clients
situations which expose clients to unrealized dangers. The moral obligation which
prompts the suggestion is sufficient warrant
for any risk of offense which the practitioner may undertake.
By the same token it appears that certified public accountants not only are justified in so doing, but have a duty to invite
a client's attention to conditions which
render him liable to loss through omissions
or defects in his scheme of organization
and financial control.
In so doing there should be no suggestion
of force; no attempt to frighten with the
blatant argument that "four out of five"
business organizations suffer loss through
embezzlement; no suspicion directed at
any employe; no pressure of unwelcome
advice or importunity for revision of system; simply a thorough, truthful, convincing exposition of the facts in the situation and of the possibilities of irregularities
which the situation affords.
The decision must be made by the client.
The risk, if he permits an unsafe condition
to continue, is his. If the client sees fit
to do nothing in the premises, the incident
is closed. Having presented the facts, the
accountant has fulfilled his professional
obligation.
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Negligence
E following case, which attained conTHsiderable
publicity, illustrates the point

of the preceding article. It is stated as
reported without first-hand knowledge of
the facts. The case involves an engagement where accountants not only failed
to apprise the client of a dangerous situation, but also failed to detect an embezzlement until after it had grown to large
proportions.
The comptroller of a large manufacturing
concern was successful in misappropriating
more than a million dollars of the company's money. His operations extended
over a period of three years before being
brought to light. The comptroller, in
addition to the ordinary duties of such an
official, was authorized to sign all company
checks. As a result he was able to effect
embezzlement by fraudulent transfer of
funds between company banks.
Several plants were operated by the
company in various sections of the country,
some at distant points. Bank accounts,
considerable in number, were carried at the
different plants, but were controlled by the
main office of the company. Transfers of
funds between banks were made frequently,
and in large amounts. At times transfers
were effected by the remittance of checks
drawn on one bank in favor of another;
at other times bank drafts were purchased
at the home office bank and remitted.
The company's accounting procedure
provided that when a transfer check was
issued, it was credited to the bank on
which drawn, and charged to an account
called "Funds in Transit." In due course
the payee bank reported the receipt of the
check or bank draft, and an entry was made
to charge that bank and to credit "Funds
in Transit." In the usual run of business,
therefore, an individual item did not remain very long in the "Funds in Transit"
account.

The defaulter obtained his funds in the
following manner. He drew checks on
banks with large balances, in favor of the
home office bank. These checks ostensibly were for the purpose of buying drafts
to be sent for deposit in other banks at outside points. The checks were entered
regularly in the cash book, being charged to
"Funds in Transit." Instead of actually
buying the drafts, however, the comptroller
deposited the checks in the home office
bank to the credit of another business concern which he owned and operated.
In cases of such manipulations, there
were of course no advices received by the
company from the banks to which the
diverted funds were supposed to have been
transferred. The items were allowed to
remain in the "Funds in Transit" account
for a number of days, but not over the end
of a month.
Near the end of the month the comptroller concealed the shortage by "kiting"
checks. He drew checks on the home office
bank aggregating the amount of the shortage, and forwarded them for deposit in the
banks where the original transfers were
supposed to have been deposited. The
checks were not entered in the records until
the following month. They were mailed
at such times as to reach the payee banks
before the close of the month, but not to
reach the home office bank, on which they
were drawn, until after the close of the
month, so that they would not be included
in the current settlement of the latter.
At the same time the comptroller put
through an entry clearing the "Funds in
Transit" account and charging the banks
in which deposits of unentered checks had
been made. The same process was repeated at the end of each month. The
amounts involved gradually increased as
the shortage became greater.
At the end of the month, after the un-
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entered checks had been deposited and
credited by the payee banks, the balances
shown on the monthly bank statements
agreed with those shown in the cash book.
Accountants accepted this agreement as
final for nearly three years. The shortage
was eventually discovered by making a
comparison between the dates of transfer
checks and the dates of the corresponding
deposits. The checks used in the manipulation uniformly bore dates from several
days to a month prior to the dates on which
they were shown by the banks as being
deposited, during which time they remained in the "Funds in Transit" account.
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Proper reconcilement of the bank accounts, including a comparison with the
cash records or check books, of late deposits
made as shown by the bank statements,
should have disclosed the shortage at the
time of the first audit after the commencement of the irregularity.
This case illustrates the danger of permitting the comptroller of a company to
sign checks. His duties are to safeguard
the funds by exercising control over the
financial activities of the treasurer. The
functions of comptroller and treasurer
should not be performed by the same individual.

Diversified Trustee Shares
interesting development of the prinA Nciple
of the investment trust has been

brought to our attention recently. The
investment trust, although long popular in
Great Britain, is comparatively new in
America. The past few months, however,
have witnessed the introduction of the
principle into American finance, and a
number of developments have taken place.
As used abroad, the investment trust
is a corporation organized to make available
to the general investor the stocks and bonds
of other companies, thereby in a measure
relieving him of the task of finding safe
investments for his money. The corporation issues shares or debenture bonds to
investors. With the funds so obtained, it
acquires large blocks of securities in other
companies, and distributes the income
therefrom to its own stockholders.
The trustees or directors of the corporation commonly are allowed to use their
own discretion in the purchase of securities.
Controlling interests in other companies
are sometimes acquired, although such is
not always the case. At times funds from
the sale of new issues are derived by corporations chiefly from such investment
trusts.

The corporation usually is able to investigate more thoroughly the securities it
buys than is the individual investor. It is
also able to diversify its holdings to a
greater extent, and thus in many cases
to reduce materially the risk of loss to the
individual. In addition, it offers a ready
field for the disposal of new issues by other
companies.
The American development thus far has
proceeded along slightly more cautious
lines. The following is a case in point.
A corporation recently was formed for
the purpose of creating "trustee shares
representing a full participating ownership
in the capital stocks of leading American
corporations." The shares are brought
out in different issues, one issue representing one combination of stocks, another a
different combination, etc. The corporation has made three issues to date. The
last was operated as follows.
A certain number of shares of stock in
selected corporations was purchased in the
open market. The stocks were chosen
from those of well-known corporations.
An attempt was made to make the list as
diversified as possible. It included industries engaged in various lines of busi-
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ness, and located in different parts of the
country. The purchases were made in
units of one hundred and forty-six shares
in the stocks of twenty-four corporations—
six railroads, six public utilities, and twelve
industrials, the latter including five Standard Oils. The number of shares in one
company varied from four to fifteen.
The stocks purchased were deposited with
a trustee. Against each unit of stock so
deposited there were sold one thousand
participating shares of no stated value,
called diversified trustee shares. Certificates were issued in denominations of five,
ten, twenty-five, fifty, and one hundred
shares, each bearing the certification of
the trustee that a unit of certain stocks had
been deposited to secure each one thousand
shares outstanding.
The shares represent simply an interest
in the stock deposited with the trustee.
Although issued by the corporation, they
are not guaranteed by it against loss in
case the stocks deposited with the trustee
should prove worthless. They are not
liabilities of the corporation, and are secured entirely by the stocks deposited with
the trustee. They are not shares in the
capital stock of the corporation, and are
not entitled to voting privileges.
The certificates are not registered, but
are in the name of bearer. Semi-annual
dividend coupons are attached. The shares
are dealt in in the open market, their value
varying from day to day with the quotations on the underlying stocks.
The original offering price of diversified
trustee shares was based on the cost of the
underlying stocks to the corporation. A
certain percentage was added to cover the
expenses of issue, and a small profit to the
issuing corporation. The latter derives its
profits principally from this source, a small
additional profit being made by subsequent
trading in the shares.
All of the shares in the original series
having been disposed of, new series may be
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created as occasion demands, by depositing
with the trustee additional units of stocks,
each composed of the same securities in the
same amounts as before. The price of the
shares in such additional series is determined by the cost of purchasing in the open
market, in odd lots, the underlying stocks
required, plus the percentage added for
expenses and profit. Additional series are
issued only when the demand for shares
cannot be met by the supply offered for
sale in the market.
An interesting feature of diversified
trustee shares is a convertible privilege.
The certificates provide that the holder of
one thousand shares may, after giving due
notice to the trustee, surrender his shares,
and receive in exchange a unit of the underlying stocks. He would then hold a small
number of shares in each of twenty-four
different corporations.
The trustee with whom the underlying
stocks are deposited merely holds them as
security for the participation shares outstanding. Neither he nor the corporation
has power to dispose of any of the stocks
and substitute others. There must at all
times remain on deposit for each one
thousand shares outstanding, a unit of
stocks identical with those originally entrusted to the trustee.
The trustee receives all dividends paid on
the stocks in his possession, and disburses
them semi-annually to the holders of
trustee shares, on the surrender of dividend
coupons. These coupons may be collected
through banks or brokers in the same manner as other dividend or interest coupons.
The value of each is its proportional share
of the dividends received by the trustee
during the prior six months.
The trustee is authorized to sell all stock
dividends or subscription rights that may
be received by him, and to distribute the
proceeds thereof to the shareholders pro
rata at the time of the semi-annual dividend payments.
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Obviously, diversified trustee shares appeal almost entirely to the small investor.
The number of shares issued against a unit
of underlying stocks has been arranged so
that the price per share is small. This fact,
together with the issuance of low-denomination certificates, makes it possible for an
investor to acquire an interest in the scheme
with a small outlay of capital. His investment represents an interest in the
stocks of several corporations, and has,
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therefore, all the advantages of widely
diversified holdings.
The large investor, however, is able to
secure diversification in his holdings by
purchasing stock in the market himself.
Obviously, he can do so more economically
than by utilizing the medium of an investment trust.
The latter, however, apparently performs a valuable service, and its use will
undoubtedly become more widespread.

Including the Churches
E following editorial appeared
THcently
in a church publication:

re-

"It greatly surprised the Editor a few
days ago at a meeting of a board of trustees
of which he is a member to find that there
still exists a feeling that the engagement of
a certified accountant implies a question
as to the integrity of a treasurer. The employment of trained auditors has become
so common in business that it may almost
be said to be universal practice. Men of
experience in handling the funds of others
are now demanding that their accounts
receive professional audit. The amateur
auditing committee of former days may
have been able to determine whether all
moneys received in a treasurer's office were
accounted for; but they were usually
unable to ascertain whether any amounts
had been misapplied. The treasurer of a
church is often the subject of criticism by
unthinking members of a congregation; his
methods are criticized and his bookkeeping
is questioned. The remedy for such a
situation is a professional accountant, at
least one of whom is now to be found in
most communities. Every church treasurer should himself urge such employment;
and he should not feel aggrieved when
others suggest it. Every congregation has
the right to know that its contributions are
actually applied to the purpose for which
they are given; that gifts for missions and

benevolence are not used for the expense
of the local church; and that the financial business of the church is carried
on in a business-like manner. A real
annual audit by a professional accountant is the best method of giving such
assurance."
Probably there was a time in the early
days of accountancy when the appearance
of a public accountant in an organization
often excited suspicions and was unwelcome. Probably a great many early audits
were in reality cash audits, and were made
for the purpose of detecting fraud or of
discovering errors and other manipulations.
Probably the possibilities of utilizing the
services of public accountants were not
generally understood or appreciated. The
above is an evidence that this period is
rapidly passing.
Professional accountants may be of
valuable service to religious and charitable
organizations. The bookkeeping systems
frequently are not adequately controlled,
and are not arranged so as to reflect important facts. The conditions surrounding
many custodians are such as to place
temptation in their way. Accountants are
in a position to suggest remedies for such
situations.
A recent church bulletin calls attention
as follows to the counting of offertories:
"Thousands of offertories are placed on
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the altar every week. After that, what
becomes of them? There is no general
rule, but the counting is often done by one
man, frequently by the sexton. Is it not
wrong to put temptation in this man's way?
The Board cites the case of the treasurer
of a large parish who for years tumbled the
offertory into a bag which he carried to his
apartment, where he lived alone. He then
counted it and reported the totals. Tracing the man's record it was discovered that
he had once been guilty of misappropriation. Was it not wrong to place temptation in this man's way, or indeed in any
man's way?
"The rule should be that two men shall
count the offertory and a record of the
result filed. One of them, at least, should
be a member of the Vestry. The cash
should then be deposited in the bank and
all payments made by check."
Public accountants are in a position to
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satisfy contributors to eleemosynary institutions that their contributions are
applied to the specific purpose for which
made, as well as that their gifts are not embezzled. Such assurance is of interest to
both past and prospective donors. In the
metropolitan district of New York alone
there are some three or four thousand organizations supported either partially or
wholly by public contributions.
Presumably an honest treasurer should
be not only willing but glad to have an
audit made of his accounts, so that all may
be satisfied concerning the integrity of his
records. As knowledge concerning the
nature and functions of accountancy becomes more nearly universal, such is the
case. However, in an engagement where
the custodian still regards an audit of his
records as casting reflections on himself,
rare judgment and tactfulness must be
used in dealing with him.

Book Reviews
Bell, William H . Accountants' Reports, siderably increased. The accounting probsecond edition. (New York, The Ronald lems involved in connection with several of
the items which constitute the balance sheet
Press Company, 1925. 386 p.)
The work of an accountant may be ren- and profit and loss statement—notably
dered well-nigh futile if the report which he reserves—have been given a more adequate
prepares does not set forth the results of treatment. Although the practical value
his efforts in such a way that those to of a work of this kind usually is enhanced
whom it is addressed may profit thereby. by the omission of long expositions on
The millennium in report writing, however, accounting principles, there are many cases
has not been reached; hence, there can be where a brief statement of the theory inno question as to the appropriateness of an volved may be an aid to a more thorough
authoritative work on the subject. The understanding of the author's position.
first edition of the present book filled a The second edition is an improvement over
long-felt need, and has become a classic the first in this respect. Items which have
ceased to be of current interest have been
in the accounting library.
In many respects the second edition is a omitted from the present text, as, for exnew book rather than a revision of the old. ample, the treatment of employes' subIt has been doubled in size and revised so scriptions to liberty bonds. Several very
interesting exhibits have been inserted
as to reflect the trend of the times.
The matter on the preparation of finan- in the chapter on Miscellaneous Statecial statements has been added to, and the ments, particularly in the nature of comnumber of illustrative forms has been con- parative and operating statements.
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Very timely material has been added in
the chapter on Comments and in the new
chapter on Graphic Charts, relative to the
interpretation of financial statements. The
author brings out the possibilities in this
field, and suggests various classes of statistical information which may be appropriately included in a report. He recognizes, however, the frequent tendency to
compile statistics of no interest to the
reader. He prefaces his comments in part
as follows:
"Let it be emphasized, therefore, that
operating statistics should not be prepared
as a pastime; they should have a definite
application to the particular conditions;
they should not be prepared unless they
are going to be useful to the reader of the
report, which would not be the case if they
have previously been prepared by the
client's office force; and they should be interpreted by showing their significance."
Probably the most outstanding innovation in the new edition is the inclusion of a
complete audit report. In this respect the
book fills a want felt by many readers of
the old edition. Although each component part of a report is thoroughly covered in the text and illustrated by numerous examples, there is much to be gained by
seeing the assembled whole. The report
is not presented as a model, but in order
to show the correlation of the different
features which have been discussed and
illustrated separately, and to exemplify
the text regarding analysis and interpretation of accounts. The situation selected—
that of a corporation with several branches,
in a questionable financial condition—
offers unlimited possibilities to the report
writer. They have been used to excellent
advantage in a well-written report.
On account of its increased size, apparently, the new edition appears in print
instead of in facsimile type as formerly.
Although something is lost to the reader by

47

not seeing the statements as they would
appear if typed, the set-up corresponds as
nearly as possible to that of typewritten
statements, and is well done. The author
has corrected an omission of the first edition by the inclusion of a comprehensive
index.
The book should prove of great value to
all those engaged in the practice of public
acccountancy, and to private accountants
as well. Those already familiar with the
first edition will find much of interest in the
matter which has been added.
Kilduff, Frederic W . Inventory Practice and Material Control. (New York,
McGraw-Hill Book Company, Inc., 1925.
446 p.)
The ever-present subject of inventories
has risen to a position of very great importance to accountants. The present
author places the "problem of inventories
on a par in importance with any other
problem connected with either an industrial
or a merchandising enterprise." To the
attainment of this position he ascribes
two causes: the income tax, and the
tremendous increase in investments in inventories. The excellence of the present
work does justice to the importance of its
subject.
The title of the book well indicates its
scope. The content is divided into two
parts: the first deals with the various
features of a physical inventory, and the
second with the different methods of
operating and controlling a perpetual book
inventory.
The majority of the material in the first
part—about three-fourths of the whole—is
largely an amplification or restatement of
much that is contained in the author's
Standard Inventory Manual, published in
1922. It is a compendium of extremely
valuable detailed information concerning
the planning, operation, summarizing, and
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pricing of a physical inventory. Many
illustrative forms are reproduced. A chapter has been added on the valuation of inventories from the point of view of financial
statements.
A chapter has been devoted to the retail
method of inventorying, which probably is
the most comprehensive discussion in print.
There is new matter in the nature of a
summarization of the inventory procedure
under the various federal income tax laws
from 1909 to 1924. The book went to
press at a too early date for the author to
receive the benefit of the 1924 regulations,
however.
Part II deals with "the necesssary procedures and practices which have for their
goal (a), the reduction of inventories to the
lowest point consistent with production
and sales requirements; (b), the elimination of losses due to obsolete materials; and
(c), minimizing as far as is practically
possible losses incurred as a result of market fluctuations." There are chapters on
Material Control; The Material Ledger;
Ordering, Purchasing, and Receiving; Storing, Issuing, and Material Verification; and
Operating the Material Ledgers—Prices.
The material ledger—"the pivotal point
of a control system"—is described, and
illustrated by numerous forms. The various steps in handling and accounting for
materials are then taken up and thoroughly
discussed. In accordance with the author's
expressed belief that most material control
systems are incomplete from an accounting
standpoint, the relation which should be
maintained between the subsidiary and the
general records is explained in the text.
The requisites of an intelligent control are
discussed. A part of one chapter is devoted to verification of ledger balances,
and reconcilement between subsidiary and
general ledgers.
On the whole, the book is well worth
while, and should be a welcome addition
to the accountant's library.

June

News Items
Mr. Fuller has become resident partner
at Boston, succeeding Mr. Scoville, who
has gone to Buffalo.
On June 1 our Boston office will be
moved to the New Chamber of Commerce
Building, 80 Federal Street, corner of
Franklin Street. This location, in what is
said to be the home of the largest chamber
of commerce in the world, will give us the
advantages of a new and pleasant building,
at the same time bringing us into closer
contact with our clients in the financial
district.
Mr. H . B. Davies, formerly of Los
Angeles, has been appointed manager of
the San Diego office.
Mr. Scoville has become resident partner
at Buffalo. Mr. Leffler remains as manager of the Buffalo office.
Mr. J . F. Kirk, of the Buffalo staff, has
resigned to accept a position as auditor
with the Niagara, Lockport and Ontario
Power Company, an old and valued client.
In the resignation of Mr. Kirk, the firm
has sustained the loss of an efficient and
conscientious accountant highly esteemed
in the organization.
Mr. W. M . Coursen, manager of our
Newark office, has been elected a trustee of
the New Jersey Society of Certified Public
Accountants.
Mrs. John H . Bovard, who recently
went to Raleigh, N . C., to inspect the
work which M r . Gutzon Borglum, the
sculptor, is doing for the firm on a bronze
bust of Mr. Sells, reports that fine progress
is being made. The bust when completed
will be placed in the library at the Executive Offices as a memorial to M r . Sells.
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Vacation Time

V

A C A T I O N time is a time when the
editor who must needs supply material
for the edification of readers cries aloud
for copy which will serve as a whip to
jaded interest. The cry is not only loud;
it has a plaintive note and is likely to be
in vain. Even so it is no more than
might be expected.
Nature will have its way. Animals
hibernate in winter. Human beings yearn
for inactivity in summer. Signs of spring
find the country boy playing truant from
school to while away his time on the banks
of a trout stream. Summer time finds
the city lad longing for the fresh air of
country or shore. Whittier's "barefoot
boy with cheek of tan" ever will live in the
memory because it typifies freedom from
care and a delightful sense of irresponsibility which children openly enjoy, and
grown-ups secretly adore.
Vacation time is a time for relaxation;
for change of scene; for diversion. There
is no relaxation when one must continue
to do the things which someone else dictates. There is no recreation in traveling
the same daily route and seeing the same
prosaic individuals.
Diversion is not
found in pounding away at the same old
task. Relaxation means a glorious state

of physical and mental freedom. Vacation should mean complete relaxation,
amid new surroundings, engaging in activities which are different from those comprising one's regular routine.
The labor of the industrial world is
characterized by sameness. Of all things
deadly none compares with sameness.
Day in and day out thousands of industrial
workers must repeat the same manufacturing operation. As day follows day
armies of office workers must go through
the same grind of occupation. Sameness,
therefore, is sufficient reason for vacations
in the industrial world.
The accounting profession may advance
no such excuse. Accountancy is marked
by anything but sameness. But it is
notorious for the high speed and pressure
under which the work is carried on throughout a large part of the year; when months
are crowded into days; when relaxation
and diversion are but meaningless words.
Vacation time may, therefore, be expected to appeal with special force to
accountants. A rest, a change, new surroundings, new faces, a glimpse of nature,
freedom of action and thought—all contribute to renewed energy and enthusiasm
for matters which will require attention
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later on. If, during vacation time, interest cannot be aroused by technical reading
no particular harm will be done. Accountants, contrary to that which some persons

July

would have us believe, are, after all, not
unlike other human beings. It is but
natural that we should obey the impulses
which are common to mankind.

Executive Offices
Mr. Ludlam will pass his vacation in
August at his Garden City home as usual,
golfing and surf bathing.
Colonel Carter returned from Europe
on the S. S. Berengaria June 12. His comments on our European situation appear
elsewhere.
Mr. Vaughan plans to defer his vacation
until after the annual meeting.
Mr. Bickett took his vacation during
May in Europe and came back on the S. S.
Aquitania (Cunard Line), arriving in New
York late on the night of June 5. M r .
Bickett visited Paris and London principally, motoring to points of interest from
those centers. The trip over was made on
the S. S. Homeric (White Star Line).
Mr. Wildman expects to take his holiday
in August playing golf at the Upper Montclair Country Club and nearby courses.
Mr. Gause took a part of his vacation in
June, motoring to Wilmington, Delaware,
for a short trip, and passing the remainder
at his home in Pelham-on-the-Sound.
Mr. Bell will take the month of July,
spending the time at his home in Montclair, New Jersey.
Mr. Foye is planning to sail on the S. S.
Leviathan July 4, for a sojourn in Europe,
combining business and pleasure. He will
visit our European offices and make a study
of the tax systems in the leading countries
abroad.
Miss S. I. Bolles will spend three weeks
during July at the Lake Placid Club, Lake
Placid, New York, and one week at her
farm at Commack, Long Island.
Mr. Swan, of the Technical Procedure
Department, plans to go to a summer
camp in Connecticut in August.

Mr. Rohwerder, of the General Tax
Department, is planning to spend a vacation with his family at Twin Lakes in the
Pocono Mountains.
Mr. Green, of the Technical Procedure
Department, expects to take a vacation
during the first part of August at Camp
Homo, Long Lake, in the Adirondacks.
Miss Constance Moulder, of the Financial Department, has withdrawn from the
organization, and was married on June 27
at Fairfield, Connecticut. She has the
best wishes of all who have known her.
Miss Avis Swan, secretary for the
General Tax Department, expects to spend
her vacation at her uncle's summer home
at Camp Kilcorawah, Blue Mountain
Lake, in the Adirondacks.
Mrs. Olive Brown, secretary for the
Technical Procedure Department, spent
her vacation with her mother at Shokan,
in the Catskills.
Misses Gertrude Dennis and Ruth
Reichhard, of the Financial Department,
will go to camp at Indian Lake in the
Adirondacks.
Miss Gwenyth Gregg, of the Financial
Department, is planning to spend her
vacation in camp on Peconic Bay, at
Hampton Bays, Long Island.
Miss Margaret Weed, of the Technical
Procedure Department, will spend her
vacation at Central Valley, New York, in
September.
Miss Ruth Blackman, of the Technical
Procedure Department, expects to take a
vacation at Asbury Park, New Jersey, during the first part of July.
Mrs. Beatrice Ezequella, of the Financial Department, has planned a motor trip
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through the Berkshires and the Mohawk
Trail to Maine, to visit friends.
Miss Euphemia Henry, of the Financial
Department, expects to spend her vacation
at Milford, Pennsylvania.
Miss Margaret Fraser, of the Financial
Department, will visit her parents at
Watertown, New York.
Atlanta
Mr. Tompkins expects to motor to New
York during the first part of September and
spend his vacation on Long Island golfing,
swimming, and fishing.
Mr. Clapp is planning an automobile
trip to the mountains of North Carolina,
and expects to devote his time while there
to motoring, fishing, and mountain climbing.
Mr. Wolf has obtained a leave of absence
from June 15 to October 1, on account of
ill health. He will motor to Denver,
Colorado, and spend the summer resting
in the mountains near Denver. We trust
that he will return in the fall much improved in health.
Mrs. Mae Dickerson expects to spend
her vacation on a motor trip through the
mountains of North Carolina.
Baltimore
Mr. Reik enjoyed a vacation at Atlantic
City during the latter part of April.
Mr. Hutchinson is planning to take a
motor trip to Niagara Falls and to Atlantic
City.
Mr. Hutson expects to spend his vacation by taking a motor trip through the
Adirondacks.
Mr. Taylor will spend a part of his
vacation in Atlantic City and a part on a
fishing trip on the eastern shore of Maryland.
Messrs. Johnson and Steffey expect to
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follow their annual custom of engaging a
sailboat and cruising around Chesapeake
Bay and its tributaries as a vacation.
Miss Florence Cecil will spend her vacation with her parents on the eastern shore
of Maryland.
Miss Virginia Porter is planning a
motor trip to Buffalo and vicinity.
Miss Mary Neck expects to spend her
vacation visiting her parents in the mountains of western Maryland.
Boston
Mr. Sargent is anticipating spending
his vacation either in the mountains or at
the seashore.
Mr. Sammond intends to spend the last
week of September and the first week of
October with Mrs. Sammond at her father's
home in Louisville, Kentucky.
Mr. McIsaac plans a trip to Montreal,
Canada, during the last week in August
and the first week in September.
Chicago
Mr. Rossetter states that he is going to
devote his vacation to improving his golf
game.
Mr. Sells will spend his vacation with
relatives at Fort Worth, Texas.
Mr. R. A . Gallagher made a tour of
eastern cities in the United States and
Canada during the first part of June.
Mr. L . P. Gallagher is planning an
automobile trip with his family through
the Adirondack Mountains.
Messrs. Duncombe and McDonald expect to go to northern Wisconsin for
trout fishing.
Mr. Haugh intends to spend his vacation in preparation for the Illinois C. P. A .
examination.
Mr, Welsch will go from Chicago to
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Buffalo by boat, and will supplement this
trip by playing golf.
Mr. Krueger will spend his vacation in
the lake region of Wisconsin visiting relatives and fishing.
Mr. Morgan will have a vacation at his
summer camp at the Sand Dunes in Indiana.
Mr. Steinbrecher will camp out in Michigan.
Messrs. McCready and Coleman are
planning separate trips by automobile
to New York and Washington.
Mr. Wallace will spend part of his vacation fishing and part of it playing golf.
Mr. Dobson devoted his vacation to a
honeymoon trip.
Mr. Wenzel will take his usual jaunt to
Duluth and Lake Vamillion, Minnesota,
and plans to drive also into Canada.
Miss Mary Ward is planning a trip to
California.
Miss Clara Halk will spend her vacation at the Eleanor Camp, Lake Geneva,
Wisconsin.
Miss Alice Kloth will visit in northern
Wisconsin.
Cincinnati
Mr. Lamb expects to spend two weeks
in Canada on a fishing trip, immediately
following the annual firm meeting.
Mr. Bowen probably will take a motor
trip to Georgia during the early fall.
Mr. Henson spent two weeks during
June at Chautauqua Camp, Franklin,
Ohio, about forty miles from Cincinnati.
In addition to the Chautauqua he devoted
considerable time to fishing, swimming,
and tennis.
Mr. Decker spent his vacation in Cincinnati during the first part of June.
Mr. Best expects to spend two weeks
of August at the Christ Church Summer
Camp, located about twenty-five miles
from Cincinnati on the Little Miami River.

July

Mr. Hornikel will spend the month of
July at Wrightsville Beach, North Carolina, on the Atlantic Ocean, and will visit
our Atlanta office and the famous Stone
Mountain en route. He will enjoy fishing
and swimming, and will play golf at the
Cape Fear Country Club.
Mr. Swormstedt will spend his vacation
either at Chautauqua Camp, Franklin,
Ohio, or on a motor trip to Niagara Falls.
Cleveland
Mr. Porterfield and Mr. Adams plan to
utilize their respective vacations by playing golf.
Mr. Patch expects to play golf and
tennis at a Lake Erie resort.
Mr. Olin likewise intends to devote his
vacation to golf.
Mr. Brothers is planning to spend his
holiday on a farm at Cherry Tree, Pennsylvania.
Mr. Young will take short motor trips
through the Middle West.
Dallas
Mr. Adams plans to spend his vacation
on a cattle ranch in southwest Texas. He
will make the trip by automobile, accompanied by his wife and son.
Mr. Goodson expects to spend his vacation with his parents at Fouke, Arkansas.
Mr. Dunning will motor to the Gulf
Coast, near Galveston, where he will fish.
Miss Isabelle Bradley is planning to
spend her vacation in Colorado.
Kansas City
Mr. LaRue will spend his vacation on an
automobile trip to Denver, Colorado.
Mr. Riley takes his vacation at weekends, which affords him an opportunity
for his favorite recreation, tennis.
Mr. Moberly will spend his vacation
swimming and fishing.
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Los Angeles
Mr. Hahn will spend a vacation at Carmel playing golf, motoring, and enjoying
other outdoor sports.
Mr. Carman expects to do some mountain climbing and trout fishing in the
Sierra and San Jacinto Mountains.
Mr. Gregory is planning to devote his
vacation largely to playing tennis.
Mr. Abshire plans to play golf and take
in automobile trips through the San Bernardino Mountains.
Mr. Barker will motor to Yosemite
Valley during his vacation.
Mr. Breslin expects to take a motor trip
up into British Columbia.
Messrs. Davies and McKee will spend
their respective vacations in the vicinity
of Los Angeles golfing and motoring.
Mr. Thompson intends to devote his time
to swimming, fishing, and playing golf on
Santa Catalina Island.
Mr. Reaburn will spend his holiday in
San Francisco.
Messrs. King and DeSellem are expecting
to enjoy the recreations of Santa Monica
Beach.
Mr. Smith has planned to visit relatives
in Oakland.
Mr. Neiger will go to Laguna Beach.
Minneapolis
Mr. Wagner is planning to accept an invitation to go to Wiscasset, Maine, with
a group of Minneapolis men, sail to Monhegan Island with Donald McMillan on
the Bowdoin, and do some fishing before
returning to Minneapolis.
Mr. Harris will motor to Isle Royal or
Port Arthur, accompanied by Mrs. Harris
and their seven-year-old son. Afterwards
he will go to his farm in North Dakota in
order to supervise the harvesting.
Mr. Ritchie expects to go with Mrs.
Ritchie to Dent, Minnesota, for a quiet
time swimming and fishing.

S3

Mr. Carleton will spend his vacation
trout fishing.
Mr. Rowe intends to spend his time
fishing and swimming.
Mr. Hauge has made plans for a motor
trip to Chicago and vicinity with his
mother and sister.
Miss Rose Arnold is spending her vacation at home recuperating from a recent
illness.
New Orleans
Mr. Jumonville is taking his vacation in
week-end visits to his family, who are
spending the summer at the seashore at
Galveston, Texas.
Mr. Haitch will take a sea trip.
Mr. Sparling is planning an automobile
trip along the Gulf Coast and the Mississippi River.
Miss Margaret Schroeder will visit on
the Gulf Coast.
New Y o r k Broad Street
Mr. Morris expects to take his annual
outing at Manchester, Vermont.
Mr. Willins enjoyed a fishing trip in
Maine during the latter part of June.
Mr. Bowman will spend his vacation in
Maine during August.
Mr. Stanley attended the Shrine convention in Los Angeles in June.
Mr. Trunk expects to go fishing in
Maine about the middle of July.
Mr. Applegate has obtained a leave of
absence for several months, and plans an
extended trip to the Pacific Coast.
New Y o r k Thirty-ninth Street
Mr. Palmer is planning a two or three
weeks' tour through the Adirondack Mountains, stopping off at Ausable Chasm and
the several lakes in the vicinity. In addi-
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tion, he plans to do some salt water fishing
and expects to improve his game of golf.
Mr. Turner plans to take a motor trip
through Canada in July, stopping off at
Niagara Falls on his way back.
Mr. Shepard plans to spend his vacation
"loafing."
Mr. Cain will spend his vacation in Cuba.
Mr. Carr expects to join his family in
Great Barrington, Massachusetts, in September.
Mr. Hine went on a camping trip during
the first part of June.
Mr. Heffer will take an automobile trip
to Montreal, Granby, and Quebec, and
will return by way of St. Johns, New
Brunswick, and Boston.
Mr. Aldrich expects to go canoeing
through the Fulton chain of lakes from Old
Forge to Saranac, New York.
Mr. Finnen hopes to celebrate his fifth
wedding anniversary at Lake George, New
York.
Mr. Davis plans to spend his vacation
"swimming and painting.
Mr. Lewis, a lieutenant in the 391st Field
Artillery Reserve, has received orders assigning him for training to the 7th F. A . ,
U . S. A., at Madison Barracks, Watertown,
New York, from July 5 to July 19, and will
spend his vacation there. Lt. Lewis is a
recent graduate of the Field Artillery school
at Fort Sill, Oklahoma.
Miss Mabel Winship is going to the
Pocono Mountains in July, and will take
either a motor trip or a trip west in October.
Miss Louise Crowley spent a week in
June playing tennis, and expects to take a
short trip in the fall.
Miss Elsie Frank will spend a week in
July at the seashore, and is planning to go
to Bermuda in the fall.
Miss Phyllis Fleck expects to spend her
vacation in the Adirondacks in August.
Mrs. Clara Maguire is planning to spend
her vacation at Digby, Nova Scotia.

July
Pittsburgh

Mr. Clarke will spend his vacation playing golf at Sewickley and other points.
Mr. Schaller will either motor to Canada
or fish and shoot ducks on the east shore of
Chesapeake Bay.
Providence
Mr. Hay plans to take his vacation at
week-ends playing golf, motoring, and
engaging in other similar recreations.
Mr. Barb will spend his vacation deepsea fishing at Block Island.
Mr. Potter is planning to spend his
vacation on a number of short automobile
trips.
Mrs. Florence Stewart intends to take
an automobile trip up into Canada.
Salt Lake City
Mr. and Mrs. Nissen are planning to
motor to Denver to visit friends there, and
to tour Colorado canyons and mountain
peaks. They expect to visit Colorado
Springs, and to make the top of Pike's
Peak by auto.
Watertown
Mr. Peters expects to take his vacation
a few days at a time in trips to Cleveland
to see his daughter.
Mr. Wharton plans to spend his holiday
playing golf.
Mr. Ellis has outlined his plans as
follows, part of which he has already
realized:
" M y vacation plans for this year consist principally of a pleasant visit with my
daughter and one of her two little boys,
who have recently come for a visit from
Coventry, England, where they have been
living for the past seven years. Aside
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from the great pleasure of again seeing
M r . Case is planning to go motoring
her, it is of interest to note the English through the Adirondack Mountains.
accents, ways, and expressions which she
Mr. Gallagher is planning with some
has so very decidedly acquired during her other fellows to take his boat up the Saguestay in England. The youngest of her nay River.
little boys, who is now six years old, is
Mr. Kelly expects to obtain employment
a typical young Englishman, and a finer at one of the summer hotels in the Thouspecimen of a real boy it would be hard sand Islands or the Adirondacks, and will
to find. M y son-in-law is expecting to enter St. Lawrence University in Sepcome over to the States a little later in tember.
the summer, partly for business purposes.
Miss Mabel Lyttle has planned a numHe expects to bring with him the other ber of short motor trips for her vacation.
little grandson and later to take them all
back to the old country again."
The offices at Buffalo, Detroit, Newark,
Mr. McEwen plans to motor with his Philadelphia, Saint Louis, San Francisco,
family to Stamford, Connecticut, to visit and Tulsa apparently are too busy for
his parents and other relatives. He ex- vacations, as no word relative thereto has
pects to stop at Watkins Glen en route. been received from such offices.

Golf as a Recreation
at the vacation plans
A MofE RtheE glance
organization shows that the

keynote is golf. Probably the most exaggerated case of golf enthusiasm is found
in an item which announced that the vacation of the person in question would be
spent on the "Golf" Coast. Lest this be
misunderstood, or the knowing reader be
led into attempting to relate the information to the person involved, it should be
made clear that it was a typographical
error. "Gulf" Coast was intended.
Without any reflection on those who find
their chief pleasure in swimming, tennis,
motoring, or traveling to and from Europe
on ships of foreign nations, it may be said
that golf is the greatest recreative agency
yet devised. The preference for golf on
the part of so many members of an organization augurs well for the future.
Representations sometimes have been
made that swimming is the greatest form
of exercise known. It may be. But there
is something more to recreation than exercise. Any fish can swim. The facetiously inclined, using the vernacular of

the day, may say that some "fish" try to
play golf.
With tennis there is the exercise, plus
an occasional thrill. But tennis smacks of
sameness; one shot after another which is
good or bad; the ball is in or out, and the
longest volley soon comes to an end, only
to have the process begun again.
Motoring is educational. It teaches
geography. It develops a love of nature,
except one seeks the sensation of being
whizzed through space with a swiftness
which precludes a sight of the surrounding
and ever-changing panorama. But motoring lacks exercise unless one is beset with
the vicissitudes of tire and motor trouble,
which scarcely can be said to afford recreation.
Golf is the acme of idealism in the field
of recreation. It affords exercise, both
physical and mental, variety of scene and
of action, exhilaration of body and mind,
companionship, and a stimulus to health.
An hour in the bright sunshine is equivalent to one minute of violet ray treatment;
is much more enjoyable and much less
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expensive. Three hours in the bright sunshine at golf, therefore, should store up
more energy than is destroyed by the swinging of clubs and tramping over hill and dale,
with the net result of renewed vitality.
Golf is rapidly becoming the great
American game. It is a fine thing for a
nation. By the same token it should be a
fine thing for an organization, the regular
occupation of which is of necessity sedentary. The proposer of slogans might well
suggest for our organization—"More and
better golf."

European News
L O N E L C A R T E R , who returned
COfrom
London June 12, reports that

the outlook in Germany is very encouraging. Under the Dawes plan Germany is
rapidly becoming rehabilitated and the
country is beginning to show signs of
prospering.
Our Berlin office has been busy constantly since shortly after it was opened.
Mr. Kracke, with a staff of several men, has
engagements in hand which will require
several months to execute. Prospective
engagements give hopes for a continuation
of the present satisfactory situation.
Effective June 1, the London office will
be regarded as the principal office with
respect to the conduct of the practice in
Europe, the staff of that office constituting
the source of supply for Paris and Berlin.
Mr. Kracke will remain in Berlin as
resident partner until the organization of
that office and correlation with other
European and American offices have been
satisfactorily completed.
Mr. Lovibond will return to London and
will be stationed there as manager, although serving also as manager of the
offices at Paris and Berlin.
Mr. Holding, under the new arrangement, has been made available for service
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on the Continent, particularly in Germany,
where his familiarity with customs and
conditions and knowledge of the language
will make him exceedingly valuable.

News Items
Mr. O'Connell has been appointed an
advisory director of the Better Business
Bureau of Saint Louis.

We have pleasure in announcing that
Mr. P. R. Everett, of our New York
Thirty-ninth Street office, has been appointed a manager of that office as of
June 1.
Mr. G. M . Hill, of our New Orleans
office, made an address on May 11 before
the second year accounting classes of
Tulane University, on the subject of
"Federal Taxes"; and on May 14, before
the Louisiana Society of Certified Public
Accountants, on the subject of "No Par
Value Stock."
We regret to announce that Mr. Frank
Flynn, of our New York Thirty-ninth
Street office, has resigned to accept a position with the Pacific Commercial Company.

Mr. E . L . Noetzel, of our New York
Thirty-ninth Street office, is to be congratulated on his recent attainment of the
New York C. P. A . certificate.

Mr. L . G. Hornikel, of our Cincinnati
office, has resigned to accept a position
with the Cincinnati Symphony Orchestra
Association.
PRESS OF WILLIAM GREEN, NEW YORK
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The New Slant

P

A R A D O X I C A L though it may seem,
it is nevertheless true that we as
Americans are finding it difficult to come
into a full realization of the important
position we have attained as the world's
leading creditor nation. We appear to be
astounded at the phenomenon. We seem
to expect that the present state of affairs
cannot long continue.
Our role is a new one. It was thrust
upon us suddenly by force of the circumstances surrounding the Great War. At no
previous era in our history have we approached the position of strength we now
hold.
The colonial period was one of virtual
economic dependence upon Great Britain.
Largely responsible for this were the necessity which the early settlers faced of obtaining a foothold in a new country, and the
restrictive commercial policy which England maintained toward her possessions in
the New World.
Although we gained political independence through the Revolution, we were engaged for several decades in a struggle to
become commercially and economically independent of Europe. Another war—that
of 1812—was necessary to secure commercial freedom. Economic independence
came about even more slowly.
During the nineteenth century we turned
to the solution of internal and domestic
problems. The west was settled and

annexed to the Union. Industry developed
after being freed from the restraint which
had been placed upon it by England.
Questions of banking and currency, slavery and states' rights, and related problems occupied our full attention until after
the readjustment following the Civil War.
The settlement of our domestic affairs
made possible an era of perfection in our
agricultural and industrial arrangements.
Large organizations were formed, with vast
amounts of capital accumulated under one
management, capable of large output.
With improved transportation facilities
these became national in scope. Our
capacity gradually increased so as to
permit not only the satisfaction of our
own needs, but also the production of
a surplus.
We were just beginning to consider the
possibilities of international trade when the
outbreak of war suddenly forced us into an
active participation in foreign affairs. We
were called upon to furnish supplies to
nations whose men were withdrawn from
peaceful pursuits. We were asked to lend
a part of our great store of wealth. America
became the world's merchant and the
world's banker. We emerged from the war
the world's greatest creditor nation.
During the period of rehabilitation we
have strengthened this position. The total
volume of our foreign trade, and the excess
of exports over imports are mounting
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steadily. The services of many prominent
Americans are being utilized in effecting
readjustment. Above all, we are making
further loans for reconstruction and development abroad.
Europe—and other foreign continents—
will continue to look to America as the
world's merchant and the world's banker.
We are peculiarly adapted to fill such a
position. Our vast resources and our
highly perfected industry enable us better
than any other nation to supply foreign
markets. Our vast store of wealth, augmented every year by the production of a
surplus, constitutes an ideal source on
which to draw for international financing.
American accountants, as well as American farmers, manufacturers, and capital-
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ists, have a duty to recognize their country's new part in international affairs; to
catch, as it were, the new slant.
The services of American accountants
are now being utilized, and will continue to
be even more in demand abroad. Loans
can be granted only on the basis of proper
credit investigations. American lenders
recognize the advantages of retaining practitioners therefor with whose methods and
standing they are familiar.
By making themselves available to offer
the greatest amount of cooperation possible
to their fellow countrymen operating in
foreign lands, American accountants will
perform a valuable service toward maintaining and strengthening their country's
position in international affairs.

Article by George P. Auld, “Bugaboo of the Debts,” has
not been reproduced here due to copyright restrictions.
Pages 59 and 60 are omitted.
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Bonding Employes
epidemic of embezzlements
THhasE present
drawn attention, among other

things, to the bonding of employes. Notwithstanding the large volume of business
being done every year by the numerous
surety companies, it has developed that in
too many instances firms and companies
suffer serious losses through defalcations by
employes who are not sufficiently bonded,
or are not bonded at all.
Cases such as one which occurred not
long ago are rare. A cashier had been
misappropriating various amounts of his
employer's funds over a considerable period of time, and had been depositing them
intact in his savings account until he could
accumulate enough for the purchase of a
house. He suffered the misfortune, however, of being discovered in his nefarious
scheme just as he had reached his goal and

was about to spend the money. Under the
circumstances complete recovery was easily
effected.
It is almost a commonplace that employes and officials occupying positions of
trust should be bonded. Frequently employers have been restrained from requesting bonds by a fear that those in their
service might consider such requests as
serious affronts to their integrity. Nevertheless, in many instances these same employers have permitted employes to work
under conditions affording ideal opportunities and even temptations to dishonesty.
The widespread use of fidelity bonds
should serve as a reassurance to an employe that his honesty is not being violated
by a request that he furnish a bond. The
recent extensive defalcations, many perpetrated, unfortunately, by most trusted
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individuals, should allay any overscrupulous feeling an employer might have on
the subject.
Bonds should be sufficient in amount to
cover possible losses. Employes bonded at
nominal amounts for "moral effect" have
succeeded in making way with funds several times the face of their bonds. And
experience has shown that sizable defalcations have been committed by persons
whose duties were so arranged that normally they handled no cash.
In writing a fidelity bond, the principal
—the person whose honesty is guaranteed
—obviously is of paramount importance.
Surety companies interest themselves in
all the aspects of an applicant's life and
character which may assist in determining the probability of his performing
his duties honestly. Frequently investigations made by surety companies are
more thorough than those made by prospective employers.
The past life of an applicant for a bond
and his employment over a period of
years are microscopically examined. At
times an employer requests that unfavorable past actions be overlooked, altruistically discounting their recurrence in the
future.
Experience indicates, however,
that where a bond is withheld because of
previous dishonesty, the employer usually
is not willing to keep the man in his employ
and assume the risk himself.
Traces of undesirable associates, dissipation, gambling, speculation, debts, extravagance, etc., often are causes for refusing to bond an applicant. Seemingly trivial
circumstances may have far-reaching effects. It has been estimated that at least
three out of every four bank defalcations
are caused by the fact that an employe has
become involved in speculation, and has
appropriated cash or securities in order to
extricate himself.
Almost equally important from the
standpoint of the surety companies in
writing a bond, although perhaps less apparently so, is a consideration of the
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obligee—the person to whom the bond is
made payable. It is necessary to inquire
into the working conditions surrounding
the applicant for a bond. They may have
a bearing on his future integrity as vital
in some cases as his past acts.
It is almost certain that persons having
a tendency to dishonesty are much more
likely to prove dishonest than they otherwise would, if the environment in which
they work renders dishonest acts easy of
perpetration. It is possible that persons
inherently honest may not be able to refrain from evil deeds if they are compelled
to work under conditions which virtually
offer temptations to dishonesty.
The
principle of contributory negligence, under
the common law, requires that a person
bringing action for personal injuries must
prove, in order to recover damages, not
only that his injury was the result of another person's carelessness, but also that
he himself was not guilty of such lack of
prudence as to facilitate the injury. In a
large number of cases involving defalcations employers have violated this principle by failure to exercise proper supervision over their employes, or to surround
them with reasonable safeguards.
The importance of this phase of fidelity
bond underwriting was early recognized by
surety companies. During the early stages
in the development of the business elaborate forms called "employers' statements"
were used to gather complete information
regarding an employer's accounting and
auditing methods. The assured was required to furnish a minute description of
the duties of an employe applying for a
bond and the conditions under which his
work was performed. He was asked to
stipulate that the present status of affairs
would not be changed during the term of
the bond. It is said that one surety company included the following statement in
a form to be signed by the employer:
"Proper accounts are kept and adequate
examination of the transactions will be
made."
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At renewal dates additional forms called
"employers' renewal statements" frequently
were required, in which the assured was
obliged to reaffirm the original statement,
and in addition, to certify that the employe's accounts had been checked up to
date and found correct.
These statements sometimes were used
by surety companies in order to escape liability. If it were found, for example, that
a shortage existed prior to the last renewal
date, it might be contended that the facts
set forth in the renewal statement concerning the examination and correctness of
the accounts at that time were false, and
that therefore no grounds for a claim
existed.
Conditions in this respect have gradually improved. The courts, in the litigation which necessarily resulted, have inclined towards greater justice to the assured. State regulatory bodies also have
taken a hand. Competition has forced the
companies to recognize the necessity of
greater liberality in writing bonds. Gradual development in the science of the business has been an aid.
Surety companies continue, however, to
ascertain carefully complete information
concerning the working environment of
bond applicants. Employers' statements
are sometimes used for this purpose, but
rather as an aid in determining the risk
involved than as a condition precedent to
the issuance of a bond.
The employer's accounting system is of
vital consideration. It matters whether an
adequate distribution of duties is in operation, so as to render difficult the perpetration of fraud, or whether one man is in
complete control of the situation, and
could misappropriate funds easily. If
it is found that nothing is done to protect an employe by adequate accounting
or supervisory safeguards, and that he
can steal when he will, companies frequently refuse to become his surety, no
matter how excellent his personal qualifications.
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There are many concerns where one person controls all financial matters; where
one bookkeeper has entire charge of the
cash in addition to the books. Such situations virtually place a premium on dishonesty, and are undesirable risks. Precautions of organization and system facilitate bonding. They reduce the moral
strain on employes. They render more
remote the risk of loss with its inconveniences and consequences, the latter
often more serious than the contingencies
covered by a fidelity bond.
In concerns too small to permit of an
elaborate distribution of duties, much may
be accomplished through intelligent supervision. For example, it can nearly always
be arranged to have some one other than
the person in control of the cash records
sign checks and reconcile bank statements.
A more or less extensive system of internal
check can be worked out, depending on
the size of the business.
In any concern more or less frequent internal audits avail much. A cashier who
may be asked at any moment to produce
his cash for verification is likely to think
twice before attempting any manipulations. Internal cash counts need not comprehend a complete verification of all records in the custody of a given individual.
They should, however, consist of a verification, as of a certain date, of all his
funds, together, probably, with a scrutiny
of his records for traces of irregularity. A
cashier not long ago appropriated to his
own use currency from a fund in his custody, and showed his withdrawals as having been deposited in a bank account of
which he had charge. He was able to
conceal the shortage, which, incidentally,
was in excess of the amount of his bond,
for a considerable length of time, although
his cash was counted at intervals by another employe. The difficulty was that the
latter counted only the cash in hand, which
always agreed with the records. Had he
verified the cash on deposit the shortage
would have been discovered sooner.
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Rotation of duties is desirable where
feasible. Obviously, in many instances it
would be highly impracticable to attempt
frequent shakeups in office personnel.
However, the reason for the comparatively
few bank defalcations in Great Britain has
been traced to the custom of rotation of
duties prevalent in many of the British
banks.
There should be a rule in every business
that all employes in positions of trust be
compelled to take a vacation. Considered
aside from the question of general efficiency, the prevention and discovery of
fraud are facilitated by allowing another
person to perform an employe's duties for
a short while. Several kinds of fraud,
notably the kiting of collections from customers, are difficult to accomplish without
detection unless the defaulter is on the
ground all the time. Surety companies
usually are prone to regard with suspicion
persons in responsible positions who consistently abstain from vacations.
The advantages of regular periodical
audits by certified public accountants in
this connection are too numerous and obvious to need extended comment. In the
early days of accountancy the discovery of
fraud usually was considered to be the chief
object of an audit. Because of the great
developments in the science of accountancy
in late years, and the enlarged demands
for work of a broader scope, there has been
a tendency to relegate the discovery of
fraud to a subordinate position, without,
however, depreciating its importance. The
recent unparalleled increase in the amount
and complexity of embezzlements is evidence that the discovery of fraud ever must
remain one of the main purposes of an
audit. An examination by a disinterested
party facilitates the discovery of a shortage
in its early stages. Further, it is a source
of suggestion for remedying defects in system or organization calculated to prevent
irregularity in the future.
The early discovery of a defalcation is
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sometimes vital to recovery under a bond.
Fidelity bonds usually contain a provision
releasing the surety company from liability
in case of a shortage if the irregularity is
not discovered before, or within a short
period after, the termination of the bond.
In a recent audit accountants developed
irregularities in the accounts of a cashier
which had been going on for nearly three
years. The client had changed bonding
companies two years prior to the time the
shortage was discovered. It was found
that the first surety company was altogether released from liability. Under the
terms of its contract with the client it
could not be held for any defalcation discovered later than one year after the termination of the bond, which in this case
was nearly a year prior to the time the
shortage was actually brought to light.
Surety companies recognize, in fidelity
bond underwriting, the advantages accruing from the utilization of the services of
certified public accountants. In underwriting stock exchange houses, for example,
a reduction in rate is granted if the assured
agrees to have regular audits made by certified public accountants. Generally speaking, surety companies dislike to bond a
man whose duties involve the handling of
money and the keeping of books unless he
is periodically audited either, and preferably, by some outside accountant, or at
least by some superior official or board
within the organization.
An important objective at the present
time is the reduction and prevention of
loss due to theft. Surety companies
are endeavoring to work toward this end
by standardization of the business, careful
selection of risks, dissemination of useful
information, and by other means. Employers should feel a duty to cooperate by
giving careful thought to their system of
accounting control and audit, with a view
to diminishing the possibility of future irregularities and facilitating the discovery
of existing shortages.
PRESS OF WILLIAM GREEN, NEW YORK
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System of the Right Kind

E N E R A L I T I E S as such carry little
conviction. They may be pleasant or
unpleasant truths. They soothe or irritate
the individual consciousness according to
their character. They beget realization and
stir to action only as they are applied by
the individual to his own case.
That life insurance is a good thing, is
axiomatic. But it takes modern advertising, picturing vividly the pitiful condition of the surviving family, to bring a
man sharply to a realization that he has
not provided against the certainty of
death and to make him act in the premises.
Accounting system generally is acknowledged to be vital to the successful conduct
of business. It is conceded to serve as a
safeguard against embezzlement and kindred shortcomings.
But few business
men really catch the significance of such
general statements, because the application is not brought home to them in their
individual cases.
The ethics of the accountancy profession prohibit advertising such as is practiced so picturesquely and interestingly by
those engaged in trade. The accountant,
because of the nature of his occupation,
has no opportunity to show his wares,
as it were, or to sell his services through
the use of display advertising.
Yet the need for system as a preventive
of fraud is as necessary to the man engaged
in business as is insurance to the man who
would protect his family against want in
the event of his death.

System of the right kind makes it difficult for a dishonest employe to steal
money or other property from his employer.
System of the right kind makes it easy
to detect quickly, without professional
assistance from the outside, thefts of
money or property before they have assumed alarming proportions.
System of the wrong kind and lack of
system make it impossible for the cleverest certified public accountant to detect
stealings except at inordinate expense.
Where an employe handling cash is
permitted to use currency and checks
interchangeably, to make currency disbursements out of receipts, to cash checks
for customers and others, and recash the
checks at the bank, to draw more than he
actually requires for payroll purposes, and
so on through a long list, the task of detecting a shortage is arduous and expensive.
Where, for example, all receipts are deposited in bank daily, a fund is set aside
for petty disbursements, cashed checks
are deposited and the fund is reimbursed,
disbursements of substantial size are made
by check, and such precautions are extended to all the ramifications of financial
procedure, embezzlements rarely occur.
When they do occur, usually they are
nipped in the bud, so to speak, before
they grow to a size of importance.
A certain cashier, for some unaccountable reason, suddenly developed a streak
of dishonesty. In about fifteen days he
forged signatures on checks four times,
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forged endorsements on regular checks six
times, made a dozen false entries in the
cash book, and was detected by certified
public accountants before he had stolen
more than twenty-five per cent. of the
amount for which he was bonded. Fate
doomed him to early discovery by the
auditors, but the tentacles of the system
would have involved him and revealed
his thefts within a short time in any event.
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System of the right kind is not a network of red tape. It provides nothing
more than is required. Every specification must be supported by a reason. Filigree work has no place. Fads and fancies
are not necessary. Frequently a little
thought and purposeful planning will
accomplish wonders. System of the right
kind is a form of protection the business
man can ill afford to be without.

That the Client May Profit
AS industry becomes more complex and
competition in business grows keener,
it becomes increasingly necessary that
safeguards against embezzlement be
adopted, that all possible economies consonant with efficiency be effected, and that
all business leaks be stopped. Also, those
who are charged with the management
of business enterprises are realizing as
never before the necessity for having their
finger continually on the pulse of the
business so as to detect its trend. Not to
do so is to solicit failure.
The manager who is to succeed must be
supplied promptly with reliable information as to the resources, commitments, and
operations of his business—all procured,
moreover, with the minimum of expense.
The competent manager also realizes the
necessity of guarding against the great
danger of cash irregularities.
In order to obtain accurate information
and safeguard properly the cash and other
resources, there must be an adequate system of accounting which is suited to the
requirements of the business and is properly administered.
Little can be said in this article regarding the specific benefits to be derived from
a good accounting system by the great
variety of business concerns and other
organizations. However, they all may be
summed up, for any organization, by saying that a good system, properly administered, will furnish promptly information
regarding financial condition and operations, analyzed and classified in such man-

ner as may be necessary to show strong
and weak points; in addition to showing
past performances and present conditions,
will keep the administration informed as
to future commitments and prospects; will
exercise control over property of various
kinds and guard against loss of revenue;
will facilitate auditing the accounts; and
will do all these things with the least possible expense.
Many business concerns have outgrown
their accounting system. Few business
executives have the time or inclination to
inquire into this feature of the operations,
with the result, oftentimes, that leaks and
inefficiencies develop which may seriously
affect the business. Every business of any
magnitude, as well as nearly every small
one, needs to have its system surveyed
occasionally in order to test its adequacy
and efficiency. The professional accountant, in view of his knowledge and experience derived from the study of many
businesses, should be best qualified to
make such a survey.
A system must, of course, be based
upon correct accounting principles. Every
step in the accounting procedure must be
directed—in as straight a line as possible—
toward the ultimate preparation of sound
financial statements and statistics. Therefore, it follows that the devising or revising of a system is essentially an accounting problem, to be undertaken by an
accountant. However, a knowledge of the
principles of accounting is not sufficient
equipment for the system specialist. It
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is equally important that he be familiar
with business methods generally and with
the particular workings and problems of
the business for which the system is to be
devised.
With the possible exception of some
forms of business analysis and advice,
system work calls for the greatest skill
and judgment possessed by the professional accountant. While technical skill
in this work is essential, the emphasis perhaps should be placed upon the necessity
for good judgment. Many systems which
have been marvels of technique have
fallen by the wayside because, in one respect or another, the best of judgment
has not been exercised in meeting the needs
of the particular situation.
Any system worth the name is practical.
No business can afford to spend two dollars, or even one, in order to be sure of not
losing one dollar. There are situations
where it is better to sacrifice absolute control over income or expense than to spend
the money necessary to maintain such
control, when reasonable assurance may
be had with much less expenditure.
It is very seldom that the same system,
in its entirety, can be used for two business concerns. A common fault with systematizes is that they attempt to make
the business fit the system instead of installing a system appropriate to the business. Every peculiarity of the business
must be taken into consideration. Also,
it is necessary to recognize the personal
inclinations of the executives, and perhaps of the other personnel. One executive may be eager for detailed information and another may regard its preparation as a waste of money. The first may
be in a highly competitive business and
the other not.
One of the outstanding reasons for the
failure of systems is lack of tact in their
installation. The dislike of change is
proverbial, and therefore it is of the utmost
importance that the accountant who installs a system endeavor to win the cooperation of everyone concerned.
To
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accomplish this it is necessary to convince
everyone of the merit of the system, and
the best way to do that is to let them have
a hand in the work. Manifestly, all persons who are to be charged with the
operation of a system must be made to
understand their part of it.
It is of the utmost importance that a
system be installed by the individual
who has devised it, and its operation supervised for a time. Notwithstanding the
studious care with which a system may
be devised, it is almost certain that some
features will have to be modified in the
early stages of its operation. And even
after that, it may be no serious cause for
criticism of a system that it requires
change from time to time. Many good systems have been discarded because they did
not provide for some developments that
could not reasonably have been foreseen at the time of installation, whereas
with little trouble they might have been
adapted to the changed conditions. This
serves to emphasize the importance of
frequent surveys in order to determine
whether the system continues to be adequate and the maximum benefits are being
derived from it.
Not the least important feature of an
accounting system is the scheme of office
organization and physical layout. The
personnel must, of course, also be considered. No system is automatic, and all
these matters must be carefully regulated
if good results are to be obtained.
Of particular interest in these times are
prevention of fraud and the disclosure of
any irregularity that may have been committed. A good system, with proper assignment and rotation of duties, is the
most effectual preventive of fraud and is
more than likely to furnish the means of
revealing any that has been perpetrated.
Of course, under any but the ideal conditions of office organization and procedure, nothing can take the place of an
independent audit in discovering fraud,
but internal auditing can be provided
for in an office of any size with very little,
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if any, extra expense or duplication of
work. In this connection, a word may be
said on the fallacy of regarding fidelity
bonds as full security against fraud. While
such bonds are necessary, they should be
regarded in the same manner as other
insurance; that is, every precaution should
be taken against the necessity of collecting on them. Further, what good can a
bond do unless it is known whether a
cause for collection exists?
In all cases where it is economical to do
so, mechanical devices should be used as
an aid in the compilation and recording
of various data required. But they should
be understood to constitute an aid to
system and not be regarded as the system
itself. A hundred million dollars or more
are being spent every year in the purchase
of mechanical office devices. Much of
this equipment is being bought in a hitor-miss fashion, without a careful study
of the economy thereof or of its relation
to the general system, or without a careful
study of the many devices for sale that
may serve the purpose. The result of
these hit-or-miss decisions is that much
time, effort and money are wasted.
To acquire familiarity with the many
devices offered for sale and the use thereof
is quite a task, requiring more time and
money than it would be profitable for any
but the larger corporations to expend.
Advice on this subject may well constitute
one of the functions of accountancy; but
the public accountant, to be in a position
properly to advise his clients, must have
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available complete information on these
subjects.
Having in mind the growing need for
system service to clients, there recently
has been organized in the technical procedure department of our executive offices
a systems division under the direction of
a specialist in that field. This division is
undertaking to correlate the system efforts of the organization and thereby to
serve the system needs of our clients
at a minimum of time and expense to
them through the practice offices by:
Furnishing advice on problems of
system and organization;
Supplying system specialists familiar
with the individual problem of the
client to render such service as he
may require;
Studying the functions of all mechanical devices used in an office,
issuing bulletins thereon, and gathering catalogues from the makers
thereof, so that this information
will always be available to our
clients.
Gathering continually from the practice offices new ideas and developments pertaining to system, which
are available to clients through the
system specialists in the various
practice offices;
Keeping clients advised of new developments in the field of laborsaving devices.

Tearing Up Spoiled Checks

H E American Bankers Association,
T
through a protective department
which interests itself in the prevention of

loss from crime, recently issued a code of
rules containing advice as to the proper
preparation and use of checks. One of
the rules is stated as follows: "Don't
erase. Errors should be corrected by
writing a new check and destroying those
incorrectly written."

There can be no question that the practice of attempting to correct errors made
in checks already written is a pernicious
one. The correction of an error made in
writing a check, either by erasing or by
drawing a line through the part erroneously written, offers an excellent opportunity for further alteration by any person
who subsequently may come into possession of the check. The only really safe
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procedure is to write a new check.
In the light of experience, however, the
destruction of voided checks is to be condemned as offering increased possibilities
in some instances for the perpetration and
concealment of irregularities, the detection
of which is difficult.
The negotiation of voided checks as a
means of improperly withdrawing funds
on deposit probably is not as frequent as
the use of various other methods. This,
no doubt, is because other ways are easier.
Nevertheless it is of sufficiently frequent
occurrence to make it a factor worthy of
consideration.
In many instances checks are voided
because they have been imperfectly prepared, with the result that they are rendered useless for the purpose to which
they are intended to be put, although
their general negotiability is not impaired.
A dishonest employe coming into the possession of such a check sometimes is able
to realize thereon. He may then account
for the check as having been voided and
destroyed, make no entry of the disbursement in the books, and conceal the resulting shortage by any one of various
manipulations of the records. He may
cover his tracks very effectively by destroying the check after it has been paid
and returned by the bank on which
drawn.
An employe who occupied a position as
bookkeeper and cashier of a small manufacturing concern recently was able to
misappropriate several thousand dollars
in this manner. His first theft was largely
the result of an accident. He had written
a check in favor of a creditor of the company, and had procured thereon the signature of an official. As he was about to
mail the check, he noticed that he had inadvertently made a mistake in the amount.
He brought the situation to the attention
of the official who had signed the check,
who told him to destroy the erroneous
check and prepare a new one, and to make
a notation on the stub corresponding to
the erroneous check, and opposite its num-
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ber in the cash book, that it had been
voided and destroyed.
It then occurred to the employe to negotiate the check himself instead of destroying it. Consequently he forged the
endorsement of the creditor to whom it
was payable, and obtained the proceeds.
He did not enter the check in any of the
records, but accounted for it as having
been voided and destroyed. When he
received the next bank statement, he abstracted the check, which had then been
paid by the bank, and destroyed it.
In order to bring the disbursements according to the cash book into agreement
with the payments shown by the bank
statement, he overfooted the net cash
and the vouchers payable columns on the
disbursement side of the cash book. He
then overfooted in the same amount the
total column and an expense distribution
column in the voucher register.
Having succeeded in avoiding discovery in this instance, he began to repeat
the operation, intentionally making mistakes in the amounts of certain checks.
No suspicion was aroused on the part of
the official whose signature was required,
inasmuch as the employe allowed a considerable interval of time to elapse between any two irregular transactions, and
because he was always careful to apologize
for his carelessness in writing checks. The
embezzlement eventually was discovered
by accountants during an audit, by footing the cash book and the voucher register,
and by comparing the details of disbursements according to the bank statement
with the payments shown by the cash
book.
Aside from providing dishonest employes
with a supply of checks which may be negotiated improperly, the practice of permitting the destruction of voided checks
offers an additional means of concealing
certain kinds of irregularities.
In most cases—unfortunately not in all,
however—the supply of blank checks is
controlled, by number or otherwise. Consequently, it is necessary under such cir-
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cumstances to account for each check blank checks by which to misappropriate
used. A dishonest employe who mis- funds to their own use.
appropriates funds on deposit may then
A control cannot be effective if the defollow only one of two courses in attempt- struction of voided checks is permitted.
ing concealment. He may record as dis- Where such is the case there is no tangible
bursements the checks used for the im- evidence to support a statement that a
proper withdrawal of funds in bank, or certain check is missing because it was
he may omit to enter the checks and never issued. The door is open for the
destroy them after payment and return negotiation of checks presumably deby the bank.
stroyed. The opportunity exists for conThe first method automatically accounts cealing thefts of blank checks to be used
for the checks used. A l l that is then for fraudulent purposes.
Consequently there should be a rule in
necessary is to support the cash book
entries by such data as may be required every office requiring voided checks to
under the circumstances to make the dis- be retained in the files. When it is necessary to cancel a check prior to issuance,
bursements appear regular.
In many cases, however, defaulters the check should be mutilated by tearing
desire to obliterate all possible traces of or cutting off the signature. If a check
their operations. Because of the methods book is used, the voided check should be
of system or audit in vogue, it may be pasted onto the corresponding stub. If
considered difficult to support irregular padded checks are used, it should be
disbursement entries. Because of forged filed with checks returned by the bank.
signatures, irregular endorsements, fic- This procedure prevents unauthorized
titious payees, etc., it may be deemed negotiation of the check, and nullifies the
unwise to retain spurious checks in the magic of the word "void" in concealing
files after they have served their purpose. thefts of blank checks. The voided check
Consequently the second course may be is available at all times as a visible evipursued, namely, that of making no dence of what has occurred.
Another method of disposing of voided
record of the irregular disbursements, destroying the fraudulent checks after they checks which sometimes is used is that
have been returned by the bank, and con- of endorsing and depositing them in the
cealing the shortage by manipulating either concern's own bank account. While this
the bank reconcilement or the cash book. method has the merit of providing for
In the latter contingency the fact that the retention of voided checks, it is
certain checks are missing remains to be nevertheless a loose way of handling the
explained. A favorite way to accomplish situation. It inaugurates the policy of
this result is to account for missing checks allowing checks to be paid incompletely
as having been voided and destroyed. endorsed, and opens up the way to other
Where it is known to be the practice to kinds of embezzlement.
destroy voided checks, this explanation
Some safeguards which incur expense
may appear entirely reasonable, and it do not compare in effectiveness as precaumay be difficult to determine that such tionary measures with this one of preservis not the case.
ing voided checks, which costs nothing and
The supply of blank checks should be may save thousands of dollars.
The American Bankers Association
controlled by number, and all numbers
accounted for. The practice of having might well change the rule in question, as
blank checks made up in pads, leaving the follows: "Don't erase. Errors should be
number and depositary to be filled in corrected by writing a new check and prewhen a check is issued, furnishes dis- serving those incorrectly written, removhonest employes with a ready supply of ing the signature and either pasting the
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voided check onto the corresponding stub,
or filing it in numerical order with checks
returned by the bank."
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A voided check is as good a voucher in
support of its non-use as for the proper
withdrawal of funds from bank.

An Income Tax Pitfall
A R E C E N T decision of the United States
Supreme Court, rendered in the case
of Marr vs. United States (45 Sup. Ct.
Rep. 575), has an important bearing on
the income tax liability of stockholders in
corporate reorganizations.
Under the law, the fact that shares of
corporate stock increase in value does not
subject the holder thereof to a tax on the
increase as income. The tax is imposed
upon income, and not upon capital invested
or property as such.
Further, a bona fide stock dividend is
not taxable, according to the decision of
the United States Supreme Court in the
famous case of Eisner vs. Macomber.
The rule is that "a stock dividend shows
that the company's accumulated profits
have been capitalized, instead of distributed to the stockholders or retained
as surplus available for distribution in
money or in kind should opportunity
offer."
The question raised in the present case
was whether or not, in a corporate reorganization, an income tax can be levied
on the excess of the value of the stock
issued by the new company, over the cost
of the stock in the old company.
The effect of the decision which was
rendered is that the procedure followed in
the reorganization is the deciding factor in
determining the propriety of a tax. In
general, if the identity of the business
enterprise is maintained and there is no
change in the proportional interests of
the stockholders in the company, then no
tax on income can be imposed. But if
these identities are not preserved, the imposition of a tax is proper.
The facts in the case were as follows:
Prior to 1913, Marr purchased 339
shares of preferred and 425 shares of
common stock of the General Motors

Company, a New Jersey corporation, for
$76,400.00.
He held the shares for a
number of years.
In 1916 this corporation had outstanding $15,000,000 of 7% preferred stock and
$15,000,000 of common stock, all of the
par value of $100 per share. It had accumulated a large surplus, so that the value
of its common stock was $842.50 per share.
There was then organized the General
Motors Corporation, a Delaware corporation, with an authorized capital of $20,000,000 of 6% non-voting preferred stock
and $82,600,000 of common stock, all of
the par value of $100 per share. The
Delaware corporation issued its stock in
exchange for that of the New Jersey
corporation, on the following basis: one
and one-third shares of new preferred
stock for each share of old, and five shares
of new common stock for each share of
old, with cash payments for fractional
shares. The Delaware corporation thus
became the owner of all the outstanding
stock of the New Jersey corporation, and
took over its assets and assumed its liabilities. The latter was then dissolved.
There remained $7,600,000 of authorized
common stock in the new company, which
was not required for the exchange. This
was either sold or retained for sale in the
future.
Marr received in exchange for his holdings 451 shares of preferred and 2,125
shares of common stock in the Delaware
corporation, which, including a small
cash payment, had an aggregate market
value of $400,866.57. This was $324,466.57 greater than the original cost of his
stock in the New Jersey corporation. The
Treasury Department assessed a tax on
this amount, pursuant to the Revenue
Act of 1916. Marr paid the tax under
protest, and litigation resulted.
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Marr contended that, since the new
corporation was organized to take over the
assets and continue the business of the
old company, and his capital remained
invested in the same business enterprise,
the additional securities distributed were
in legal effect a stock dividend; and that
therefore he was not taxable.
The government insisted that the identity of the business enterprise was not conclusive; that gain in value resulting from
profits was taxable as income, not only
when represented by an interest in a different business enterprise or property, but
also when represented by an essentially
different interest in the same business or
property; that in the case at bar the
gain was represented by securities with
essentially different characteristics in an
essentially different corporation; and that
consequently a tax was assessable.
The court held that the tax was proper,
basing its decision on the ground that the
new corporation was organized under the
laws of a different state, with different
rights and powers, and was essentially
different from the old company; and on
the further ground that the proportional
interests of the stockholders were changed
by the reorganization. The decision was
five to four.
News Items
We have pleasure in announcing that
Mr. Edward B. McGuinn, who for many
years has been affiliated with our Chicago
office, has been admitted to membership
in the firm, as of August 1, 1925.

September

Mr. S. George Hay, manager of our
Providence office, has been appointed
chairman of the recently created Committee on Public Affairs, of the Rhode
Island Society of Certified Public Accountants.
Mr. R. J . Leo, manager of our Portland
office, has been elected a director of the
Oregon Society of Certified Public Accountants.
We note with interest that Messrs. W .
B. Hillman, W. E . Durham, and A . D .
Peabody, all of our Denver office, were
three of the four successful candidates to
pass the May C. P. A . examination of the
State of Colorado. We extend our congratulations.
Mr. S. B. Stevenson, of our New York
Thirty-ninth Street office, recently was
appointed a member of the special technical committee of the New York State
Society of Certified Public Accountants, on
Graphic Control and Ratios in Business.
Mr. Stevenson is also a member of the
Society's committee on Foreign Trade Accounting.
Mr. Henry S. DeVault, of our New
York Thirty-ninth Street office, is to be
congratulated on his recent attainment
of the Indiana C. P. A . certificate.

Messrs. H . R. Macdonald and D . F.
Valley, of our Detroit office, were successMr. Croggon has been elected vice- ful in passing the June C. P. A . examinapresident of the Maryland Association of tion of the State of Michigan. M r . MacCertified Public Accountants. M r . R. C. donald is also a chartered accountant of
Reik, manager of our Baltimore office, is Canada.
a director of the Association.

Mr. A . J . Farber, manager of our Pittsburgh office, has been elected vice-president of the Pittsburgh Chapter of the
American Institute of Accountants.

Mr. Fred P. Carleton, of our Minneapolis
office, recently received the C. P. A . certificate of the State of Minnesota, as a
result of the May examinations.
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Men, Methods, and Determination

UCCESS seems to follow some individuals, regardless of circumstances, or
of their endeavors. Like Midas, everything
their hands touch turns to gold. The secret
of their power is unknown to them, and
unquestioned. They are Dame Fortune's
children, and all is well.
The contrast is typified in those who
habitually fail in their undertakings. The
harder they try, apparently, the more
surely are they met with failure. They
seek in vain the reason for their failure.
They pass into the discard and, in passing,
lay the blame on Fate.
Success in business enterprise is becoming ever more rapidly a matter of scientific
planning. Opportunity in a newly developing country like the United States has
brought wealth to many blundering incompetents in spite of their unskilled ways.
But if the matter were to be investigated,
undoubtedly it would be found that the
men who have achieved business success,
and not merely amassed fortunes, had a
plan and followed it with persistence.
The building of accountancy practice on
a scale commensurate with modern business is still in an experimental stage.
Whether or not it may be done successfully
is still to be determined; for success in a
profession, even more than in business, is

measured by the satisfaction which the
professional service gives to those served.
Size, volume, and the ramifications of
business make large numbers of men a
requisite of large-scale practice. Numbers
without organization are futile. Organized
numbers of the wrong type of men are
equally hopeless.
Again, size, volume, and business conditions of today call for methods which
have to be materially different from those
of thirty years ago. Hit or miss methods
no longer satisfy. The inefficiency of unscientific methods today is quickly exposed. The time has passed when blundering and wasteful effort is tolerated.
The modern demands on accountancy
service are exacting. Clients in increasing
numbers know what they want; know when
they are well served; and know when they
are satisfied.
The hope of success in building an organization to cope with modern demands
lies in having men who are competent temperamentally and technically, methods
which are scientific and efficient, and the
determination to render service which is
satisfactory to the last jot and tittle.
In seeking to achieve professional success, there can be no better motto than—
"Men, Methods, and Determination."
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Vagaries of Non-Par Stock
E precise nature of capital stock
THwithout
par value and its correct ac-

counting treatment remain subjects provocative of much misunderstanding. The
following case which came to our attention
recently involves misconceptions concerning the treatment of stock dividends and
methods of balance sheet preparation where
there is capital stock having no par value.
A certain corporation had outstanding
common stock without par value, in addition to several classes of preferred stock
with par value. More than two-thirds of
the common stock outstanding was issued
in a share-for-share exchange for an old
issue of common stock of $50 per share
par value, which had been retired. The
remainder was issued on a sliding scale of
prices to holders of bonds containing a conversion privilege.
These facts were recorded in the books
in a rather unique way. An account was
maintained with common capital stock.
However, no money entries were made in
this account. Instead, it was kept as a
memorandum account only, for the purpose of showing currently the number of
shares of common stock outstanding.
The amounts arising from the issuance
of the common stock—approximately $10,000,000—were credited to an account
called "Capital reserve." The title of this
account indicates the purpose to which it
was put. It was treated as a reserve.
Against it were charged discount and expense incurred in connection with various
issues of bonds, notes, and capital stocks
of the company and its subsidiaries,
amounting to nearly $7,000,000, approximately half of which applied to live issues
of securities. It had a credit balance,
therefore, of only about $3,000,000.
The surplus arising from operations was
kept in a separate account, and amounted
to $5,500,000.
In the balance sheet the common capital
stock was shown, following the preferred
issues, as consisting of a certain number of

shares outstanding, without par value. No
money value was extended, but reference
was made to the capital reserve. Under
this latter caption was shown a credit of
$10,000,000 arising from the issuance of
common capital stock without par value,
less $7,000,000 representing discount and
expense on bonds, notes, and capital stock,
with the difference of $3,000,000 extended
as the balance in the reserve. The surplus
was shown separately.
The directors of the company desired to
declare a stock dividend on the common
stock, there being a large quantity of unissued shares available. One share, without
par value, was to be allotted to each fifty
shares outstanding. This procedure was
adopted as obviating a large outlay of
cash, which the payment of a cash dividend
would require.
The directors further desired to maintain
the company's surplus intact, in order that
the market value of its preferred stock
would not be affected. Consequently no
money entry was to be made for the stock
dividend. This procedure was thought to
be appropriate, in view of the nature of
capital stock without par value, and the
way in which it was reflected in the accounts of the company. The adoption of
this course aroused considerable discussion.
The chief consideration is the law. The
laws of Delaware, under which the corporation in question was organized, provide as
follows with regard to dividends:
"No corporation created under the provisions of this chapter, nor the directors
thereof, shall make dividends except from
the surplus or net profits. Dividends may
be paid in cash or capital stock at par, or
in the case of capital stock without par
value, dividends in capital stock may be
paid at a price fixed by the board of directors, but otherwise the corporation
shall not divide, or in any way pay to the
stockholders, or any of them, any part of
its capital stock, except according to this
chapter."

Bulletin

HASKINS & SELLS

From the above it appears to be legal
for the directors to declare a dividend payable in stock having no par value without
making any money entry therefor in the
company's books. According to the Delaware law, such stock dividends may be
paid at a price fixed by the board of directors. If the directors choose to set no
value, or a merely nominal value, on the
stock issued as a dividend, it seems that
such procedure complies with the law.
However, the propriety of making a
dividend payable in non-par stock in this
manner is open to question. The term
"dividend" usually signifies a division of
accumulated profits. The term "stock
dividend" usually means a division and
retention of accumulated profits.
Consequently it seems that an entry in
the books is necessary in the case of a
stock dividend, to transfer from surplus
to capital stock the portion of the accumulated profits which is to be capitalized.
Where the stock has par value, the amount
of the entry is the total par value of the
stock paid out. Where the stock is without par value, determination of the amount
to be capitalized is more difficult.
In general it seems that the average
value assigned to each share should approximate the average price per share received in the past from the sale of stock
without par value. This average, multiplied by the number of new shares issued,
gives an amount which may be used as
the basis of a charge to surplus and a credit
to capital stock to record the payment of
the stock dividend.
Obviously there can be no objection in
any case to an increase in the number of
a company's shares outstanding, by pro
rata division of unissued stock among the
existing stockholders, without increasing
the capitalized portion of the net worth.
However, such procedure should be termed
a "stock distribution" rather than a "stock
dividend." A stock dividend signifies a
capitalization of accumulated profits, and
renders the surplus so capitalized unavailable for cash dividends in the future. A
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stock distribution merely operates to increase the number of units outstanding,
with a decrease in the capitalized value
per share. It does not affect the surplus
available for cash dividends.
If the term "dividend" is applied to
stock distributed in this manner, a stockholder receiving additional shares may be
misled. He reasonably may infer that his
additional shares represent a capitalization
of surplus earnings. He then may feel safe
in disposing of the increment to his holdings, with the assurance that the approximate amount of his original investment
still is preserved in the capital stock account of the company, so that it cannot
be dissipated in the form of cash dividends
in the future. Consequently a distinction
should be made between the two.
Apparently, in the case at hand a division or distribution of stock among the
stockholders other than as a dividend is
contrary to the laws under which the corporation is organized. Consequently the
payment of stock should be termed a dividend in order to make it legal, but full explanation of its nature should be made to
the stockholders.
The method used in the present case of
recording non-par stock on the books, and
of displaying it in the balance sheet, not
only is indefensible, but is wrong, and is
contrary to the true conception of capital
stock without par value.
It is true that shares of stock with no
par value represent simply certain portions
of the net equity of a corporation. However, that is no excuse for failing to distinguish between capital paid in and surplus arising from earnings. Although the
laws of some states apparently permit the
declaration of dividends from a portion of
the proceeds from sales of stock without
par value, so long as stated capital is preserved intact, the propriety of this procedure is in all cases subject to question.
Capital contributions should be labeled as
such, and should never be used for dividends. It follows that the account representing the capital of a concern should not
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be charged with current expenses in order
to build up a large surplus which may be
used for dividends. However, that is what
has been done in the case at hand.
The resulting balance sheet is very misleading. Since the process of arriving at
the amount shown as the balance in the
capital reserve is shown in the statement,
what has occurred is clear enough to any
one versed in the subject. The danger lies
in the fact that a large number of those who
have occasion to read the balance sheet,
particularly stockholders, have little or no
knowledge of accounting. They may be
led to believe that the entire $5,500,000
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shown as surplus is free for dividends,
and they may buy stock on that assumption.
Such a statement of the matter could
arise only from gross ignorance of the
nature of capital stock without par value,
or from an intent to mislead. Because of
the comparative recency of capital stock
without par value, there is much misunderstanding concerning its nature. The various state laws on the subject lack uniformity, and many are in an experimental
stage. It is to be hoped that in the next
few years progress will be made in clearing
up the matter.

Inter-Company Trade Acceptances
H E certified public accountant, by
Tvirtue
of the nature of his calling,

serves more than one master. He has a
responsibility to his client, to conserve his
interests and to meet his wishes in so far
as possible. He has an obligation to lenders
and investors, to state the results of his
investigations in such a way that the results may be relied upon. He has a duty
to the general public, to assist in obtaining
the maximum efficiency in industry.
To serve all equally well, and to prepare
a report that is fair to all, at times is a
difficult task. Occasionally a client desires
that certain facts be suppressed, or be
stated in a certain way, in order to make
things look "rosy." More often than not,
this desire is not the result of an intent to
be deceptive, but of an inclination to be
over-optimistic. On the other hand,
lenders and investors are eager for a plain
statement of all the facts, unfavorable as
well as favorable. The aim of the accountant should be to prepare a statement
which sets forth clearly all the important
facts, and in so doing to conform as nearly
to the wishes of his client as it will allow.
The application of this principle is illustrated by reports which accountants recently were called upon to prepare for a
corporation and its subsidiary. The parent
company was engaged in the manufacture

of a staple commodity. The subsidiary
had been incorporated to take over and
develop one line of the parent company's
product. Its common stock was entirely
owned by the parent company, and it was
financed almost wholly by the latter.
A large part of the financing was done
through the use of trade acceptances,
which the parent company drew on the
subsidiary for advances of cash and materials. The parent company in turn discounted these trade acceptances at the
bank, and thus reimbursed itself.
Accountants were engaged to make an
audit of the two companies, and to prepare
a report to be submitted to banks for
credit purposes. The president of the companies, who believed firmly in the soundness of his enterprises, desired to make as
favorable a showing as possible. Since the
subsidiary's financial condition was extremely weak, he desired that separate reports be rendered on the two companies,
in order to avoid combining the unfavorable position of the subsidiary with the
more favorable situation of the parent
company in a consolidated report. The
parent company was to do the borrowing,
and its report only was to be submitted to
banks.
The accountants acceded to this desire.
A balance sheet of the subsidiary was
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shown, however, as a schedule supporting
the balance sheet of the parent company.
At this time there were about a half
million dollars in trade acceptances which
had been issued by the subsidiary to the
parent company, and discounted by the
latter at banks. These were shown as a
liability in the subsidiary's balance sheet,
although no indication was given as to
whom the liability existed. In the parent
company's balance sheet all notes and
trade acceptances discounted were omitted
from the assets and liabilities. A footnote
was appended to cover the situation, explaining that the balance sheet did not include notes and trade acceptances discounted, in a certain amount, nor the contingent liability therefor. No mention was
made, however, either in the balance sheet
or in the comments, of the fact that the
bulk of this amount consisted of obligations of the subsidiary company.
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The attention of the accountants later
was drawn to the fact that the statement
was incomplete. In view of the financial
position of the subsidiary, it was almost
certain that the parent company would be
forced to meet some of the subsidiary's
obligations when they matured. However,
no indication was given as to this contingency in the parent company's balance sheet, even though it was especially
significant in view of large advances made
by the parent company to the subsidiary
on current account.
This is a case where accountants went
too far in endeavoring to please their
client. Although the client's wishes should
be acceded to whenever possible, accountants should be most careful to see that no
omission or distortion of important facts
is permitted, which might result in a misleading statement, and subject them to
severe criticism, if not financial liability.

Annual Meeting
THE 1925 annual meeting of members
Mr. Jumonville—Low net
and managers was held at the execuMr. R. W. Peters—Consolation
tive offices on September 17, 18, and 19.
The third day, Saturday, was given over
The program differed somewhat from to professional and business conferences,
previous years, in that the entire first day with Mr. Ludlam presiding at the meetings.
was given over to informal gathering, Matters relating to practice office managewhich afforded an opportunity for many ment and general administration were disindividual conferences and discussions. cussed first, after which considerable time
The change proved very welcome, since in was devoted to the subject of technical
previous years not enough time has been procedure.
allowed for this sort of thing.
Mr. Wildman announced that the second
Another variation from the usual order section of the technical procedure manual,
consisted in holding the golf tournament on which deals with the verification of cash
the second day, due to the fact that it is records, is expected to be distributed by
not possible to entertain visitors at a golf about October 15th. He then discussed
course on Saturdays and Sundays. The at some length the method of approach
golf tournament has come to be an insti- to this subject in the manual, particutution, and is an event to which every one larly with respect to the classification of
looks forward with a great deal of pleasure, situations with which we are confronted
even though it may be followed with in auditing, the variations calling for
personal disappointment in some instances differences in auditing procedure. He
pointed out that the studies which have
when the scores are recorded.
The prizes were awarded to the fol- been conducted by the technical procedure department on the possibilities of
lowing:
perpetration and concealment of fraud,
Mr. Morris—Low gross
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and the methods of detection under the
varying conditions, have eliminated the
necessity of haphazard procedure.
The discussion of the detection of fraud
led into consideration of the opportunity
for the perpetration of fraud which is
afforded by loose accounting system and
office methods. A l l agreed that it is
our manifest duty to our clients to point
out to them any weaknesses in their
system or methods as a step toward the
prevention of fraud.
There was some discussion of the opportunities for usefulness to the practice
offices afforded by the systems division
of the technical procedure department,
and consideration of means by which this
division may be made more helpful. The
point was stressed that the division had
been handicapped in the dissemination of
information among the practice offices by
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the failure of the offices to supply information concerning their system installations.
Not the least pleasurable of the gathering were the social features, consisting of a
theatre party on Thursday evening and a
dinner and dance on Friday evening at
the Garden City Country Club.
The consensus of opinion, as far as can
be learned, is that this year's meeting was
an outstanding success, since the program
was better balanced perhaps than in
previous years, combining in the right
proportions work and play.
Possibly the greatest value which these
meetings have is the inspiration which
comes from a gathering. Our annual
meetings are always full of inspiration because every one contributes his share of
action and enthusiasm in making the
meetings successful.

Book Reviews
Stockwell, Herbert G . How to Read a
Financial Statement. (New York, The
Ronald Press Company, 1925. 443 p.).
The purpose of this book is stated as
being "to show the business man, in a
manner not too technical, how to ascertain
the financial condition of a business from
its financial statement in whatever form
presented, or at least to judge whether or
not the statement is a true and frank representation of the facts."
The book is limited to a discussion of
the balance sheet. After a brief introduction concerning the various forms in which
balance sheets may be prepared, the items
of assets and liabilities composing a
typical balance sheet are taken up in the
order in which they usually appear. There
is explanation as to what is comprehended
under each item; the way in which it
should be set forth in order most clearly to
show the facts; and the things to be considered in determining its value with relation to the general financial condition of a
concern.
Comparatively little matter is included

concerning statistical ratios and the comparison of balance sheets prepared at
different dates.
The latter part of the book is devoted
to a discussion of various special features,
such as intangibles, different kinds of
capital stocks, reserves, surplus, consolidated statements, etc.
The book is designed primarily as an aid
to the business man with a limited knowledge of accounting rather than for the
professional accountant. As such it fulfils
its mission. It is very interestingly
written.
Young, Benjamin Franklin. Statistics
as Applied in Business. (New York, The
Ronald Press Company, 1925. 639 p.)
With recent developments in business
organization, some sort of statistical service
for the use of executives has become essential to the success of an enterprise. The
present work describes the procedure in
building up and directing such a service,
and presents the essentials of elementary
statistical organization, in such a way that
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their application to an individual concern and a list of problems, arranged by chapmay be readily grasped by practical busi- ters.
ness men, and as well by students of comThe text is very well written, and is in
merce preparing for a business career.
non-technical language. The development
The book is divided into five parts. of the subject is logical and thorough.
The first deals comprehensively with col- Bibliographies at the end of most of the
lecting or assembling business facts to be chapters provide additional references for
used in a program of statistics. The col- those interested in a particular phase of the
lection of data regarding personnel, subject. The numerous illustrations, parfinances, and operations is discussed, with ticularly those showing graphs and charts,
respect to the compilation of historical have been aptly selected. The book should
facts, future estimates, and standard or prove highly instructive to those unfamiliar
normal facts, from both internal and ex- with the subject.
ternal sources. After several preliminary
chapters dealing with determining the
Recent Additions to the Library
scope of the facts to be developed in any
particular case, there is discussion of the
The Accountants' Directory and Who's
sources and methods available for use in Who. Rita Perine Merritt, Editor. (New
compiling data. Part two concerns organ- York, Prentice-Hall, Inc., 1925. 902 p.)
izing and editing various types of basic
Anglo-American Year Book, 1925.
records, which supply the raw material of a (American Chamber of Commerce in Lonstatistical organization.
don, 1925. 566 p.)
In the third part the various ways of
Bankers and Brokers Directory. (New
presenting statistical data are described. York, Williams & Company, 1925. 718 p.)
There are chapters on the textual, tabular,
Bell, William H . Accountants' Reports,
and graphic methods. This section of the second edition. (New York, The Ronald
book is profusely illustrated by numerous Press Company, 1925. 386 p.)
Brady, John Edson. The Law of Forged
excellent tables, graphs, charts, maps, etc.
The analysis and interpretation of sta- and Altered Checks. (New York, Brady
tistical data form the subject matter of Publishing Corporation, 1925. 528 p.)
Curtis, A . B . , and Cooper, J . H .
part four. Obviously the collection of facts
is of little value unless the facts are ana- Mathematics of Accounting. (New York,
lyzed and evaluated in the light of a par- Prentice-Hall, Inc., 1925. 397 p.)
Heermance, Edgar L . Codes of Ethics.
ticular business. The matter on analysis
comprehends a discussion of the classifica- (Burlington, Free Press Printing Company,
tion of facts having like characteristics; the 1924. 525 p.)
Holmes, George E . , and Brewster, Kingassociation of different groups of facts in
orderly and significant manner; and the man H . (Procedure and Practice Before the
computation of percentages, ratios, aver- United States Board of Tax Appeals.
ages, indexes, etc. The application of the (Washington, John Byrne & Company,
results of statistical studies to the problems 1925. 225 p.)
Institute of Chartered Accountants in Engof a particular business is stressed.
Part five is devoted to various miscella- land and Wales. Directory. (London, Gee
neous matters; mechanical aids in statis- & Company, L t d . , 1925. 1255 p.)
Investment Bankers and Brokers of Amertical work; the relation between statistics
and accounting; and the organization of a ica. (Chicago, A . C. Babize, 1925. 787 p.)
Kilduff, Frederic W. Inventory Practice
statistical unit.
There are six appendixes, including a and Material Control. (New York, Mccomprehensive glossary of statistical terms, Graw-Hill Book Company, Inc., 1925.
a discussion of various technical formulas, 446 p.)

80

HASKINS & SELLS

October

La Salle Extension University. Higher Unions. (New York, National Bureau of
Accountancy. Fire Insurance Accounting Economic Research, Inc., 1924. 170 p.)
Young, Benjamin F . Statistics as Apand Practice Problems. (Chicago, 1925.
plied in Business.
(New York, The
95 p.)
Lazarus, Arthur. Stock Control in De- Ronald Press Company, 1925. 525 p.)
partment Stores. (New York, Dry Goods
Economist, 1925. 77 p.)
News Items
Leffingwell, William Henry. Office Management. (Chicago, A . W. Shaw Company, At the recent annual meeting of the
American Institute of Accountants, M r .
1925. 850 p.)
Lunt, Edward C . Surety Bonds. (NewForbes was elected a vice-president, Col.
York, The Ronald Press Company, 1922. Carter a member of the council for five
years, and Mr. Bickett an auditor. Col.
370 p.)
Morland, David F . , and McKee, Ray- Carter was also elected a member of the
mond W . Accounting for the Petroleum executive committee, and a member of the
Industry. (New York, McGraw-Hill Book board of trustees of the American Institute
of Accountants Foundation for the ensuing
Company, Inc., 1925. 304 p.)
year.
National Industrial Conference Board.
Inter-Ally Debts and the United States.
M r . Wildman has been elected to the
(New York, National Industrial Conferdirectorate
of the National Association of
ence Board, Inc., 1925. 290 p.)
Cost
Accountants,
as director in charge of
Newlove, George Hillis, and Pratt, Leseducation.
ter Amos. Specialized Accounting. (New
York, McGraw-Hill Book Company, Inc.,
Mr. Forbes has been elected secretary1925 . 475 p.)
New York Laws Affecting Business Cor- treasurer of the California State Society of
porations. J . B. R. Smith, Editor. (New Certified Public Accountants for the enYork, United States Corporation, 1925. suing year.
303 p.)
Pacioli, Frater Lucas. Treatise on Double At the annual meeting of the American
Entry Bookkeeping. (London, The Insti- Society of Certified Public Accountants,
tute of Book-Keepers, L t d . , 1924. 125 p.) which was held recently, M r . Dunn was
Robinson, J . Watts. Robinsonian Build- elected a director from the first district,
ing-Loan Interest Tables, eighth edition, and M r . Croggon a director from the
with supplement.
(Brookline, E . K . third district. Messrs. Rossetter, A . F.
Wagner, and S. G. Hay were elected state
Burden, 1925. 219 p.)
Stockwell, Herbert G . How to Read a representatives from Illinois, Minnesota,
Financial Statement. (New York, The and Rhode Island, respectively.
Ronald Press Company, 1925. 443 p.)
Stull, Harry N . A Case in the United
Mr. Rossetter is a member of a comStates Court of Claims. (Washington, John mittee of the Illinois Society of Certified
Byrne & Company, 1924. 150 p.)
Public Accountants in connection with the
United States Catalog. The Cumulative new Illinois accountancy law.
Book Index. (New York, The H . W .
Mr. Frank L . Hammond, of our BirWilson Company, 1925. 787 p.)
Willard, Raymond D . System Building mingham office, has been elected a member
and Constructive Accounting, second edi- of the council of the Alabama Society of
tion.
(New York, McGraw-Hill Book Certified Public Accountants, and has been
appointed chairman of the Society's ComCompany, Inc., 1924. 361 p.)
Wolman, Leo. Growth of American Trade mittee on Professional Ethics.
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Consistent Advertising
A W E A L T H of material for thoughtful consideration is found in the
principle of making friends through satisfactory service, instead of seeking to develop acquaintanceships as a means of
gaining opportunities for business.
It is related of an unusually successful
insurance agent that he declined a proposed introduction to a man of wealth
because he aspired to insure him for a
large sum. Later, the agent having
achieved his purpose, the man of wealth
became one of his staunchest friends.
A professional accountant is denied the
privilege, by a code of ethics, of advertising his talents. He must be sought after;
not do the seeking. According to the
orthodoxy of accountancy, it is unbecoming the dignity of a professional man to
proffer his services. If clients do not come
to him he may be obliged to close up his
office and seek a living in some other way,
but he must do so like a gentleman.
In the struggle to survive and do so
ethically, the accountant is wont to indulge in many subterfuges. His businessgetting methods frequently are adroit.
Sometimes he spends much of his time and
not a little money in clubs where there are
chances of meeting men who have business
to give out, as it were. Occasionally he
serves in political organizations, or, with-

out compensation, in charitable enterprises. Again, he may be prominent in
church.
Whether or not such measures are in
good taste, probably is a matter of personal opinion. There are some worthy
members of the accountancy profession
who see no objection to advertising. There
are other individuals who care not what
they are called as long as they succeed in
obtaining what they term business, which
will result in the acquisition of profits.
Tolerance is a virtue much to be esteemed. In applauding a principle, however, one need not be critical of those
whose views do not accord therewith. But
there is something fine and inspiring about
a practice which is built on a foundation
of good work; slowly perhaps, but surely,
with everlasting friendships growing out
of the services performed. The insurance
man probably was an exception, but his
philosophy is refreshing and stimulating.
His courage commands the admiration
of those whose tastes run to the ethical
rather than the commercial side of professional practice. Accountancy needs no
better advertising than to live up to the
expectations of a public which is becoming
ever more knowing and discriminating.
Good work, after all, is the most consistent
form of advertising.
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Financial Statement Analysis
BY SPENCER B . STEVENSON

(Of the New York Thirty-ninth Street Office)
(EDITORIAL NOTE: Of late years the subject of analysis of financial statements has become
increasingly prominent. The task of interpreting correctly a balance sheet and a statement of
income requires no little skill. A number of methods to facilitate evaluation have been advanced.
Among those who have made notable contributions to the subject are Mr. Alexander Wall,
Mr. James H . Bliss, and Mr. Stephen Gilman. Although all aim toward the same goal, their
methods of approach are divergent. Mr. Stevenson has attempted in the following article to
compare and evaluate them and to set forth the results of his own research into the subject.
The article has been reprinted, with adaptations, from the March, 1925, issue of Management
and Administration.)

B

PROPOSED BY
USINESS executives, bankers, in- Current assetsRATIO
to current liabilities Gilman Wall Bliss
vestors, and others, are constantly Sales to accounts receivable
Gilman Wall Bliss
to inventory
Gilman Wall Bliss
confronted with the problem of interpret- Sales
Sales to fixed assets
Gilman Wall Bliss
ing financial statements, in order to formu- Sales to net worth
Gilman Wall . . . .
worth to fixed assets
Gilman Wall . . . .
late policies or to judge the present and Net
Net worth to debt (total liabilities) Gilman Wall . . . .
prospective soundness of a business. To Inventory to receivables
Wall . . . .
to total assets (total capital
facilitate such interpretation, several meth- Sales
employed)
Bliss
ods of analysis have been proposed. Operating profits to total assets
(total capital employed)
Bliss
Among them are those described in the Gross
earnings to sales
Bliss
articles entitled " A Method of Balance Expenses to sales
Bliss
profits to sales
.
Bliss
Sheet Analysis," by Stephen Gilman, and Operating
Net profits to sales
Bliss
"Balance Sheet Analysis," by Alexander Net profits to net worth
. . . . Bliss
left in business to net
Wall, and in J . H . Bliss's books, Financial Earnings
income
Bliss
and Operating Ratios in Management and Various classes of assets to total
assets (to emphasize manner in
Management Through Accounts.
which capital is invested)
Bliss
The purpose of this article is to compare Various classes of liabilities to
total
liabilities
(to
emphasize
the several methods proposed, from the
sources from which capital is
viewpoint of practical utility in judging
drawn)
Bliss
the condition of a business, and to conIt will be observed that many of the
tribute some independent thoughts on the
ratios
listed, especially among those addevelopment of the subject toward that
vocated
by Bliss, do not relate entirely,
end.
or in some cases at all, to the balance sheet.
It will also be noted that none of the ratios
Ratio Method
suggested by Gilman and Wall deals with
In brief, by the ratio method, two ele- profits, either operating or net, or with
ments whose relationship to each other is expenses. This may be because their
considered to be of importance are ex- articles were intended to consider balance
pressed by dividing one into the other and sheet analysis only, though sales figures
expressing the result decimally. Follow- were introduced to permit the calculation
ing is a comparison of the ratios advocated of turnover rates. An income statement
by the writers whose views are now under should accompany any balance sheet to
consideration:
enable a satisfactory analysis to be made,
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but where such a statement is not avail- ments are possessed of the degree of
able, figures for profits are to be had far knowledge of accounts and figures which
more frequently than are those for sales. the mental computation of the ratios
There would seem, therefore, to be no would require, even though they may be
practical reason for failing to consider the aware of the significance of such ratios
profit-earning capacity of a business in when they are stated.
analyzing its financial statements.
An analysis by this method does not
Considerable difference of opinion exists indicate the various relationships, but is
at present as to which of the relationships in reality merely a table of variations from
expressed in financial statements are of the first or basic figures of the series.
outstanding importance. In this article, Since only these first or basic figures
however, comparison of the methods of appear in dollars in the example used by
analysis suggested by Gilman and Wall Gilman, an effort to compute, for a subwill be limited to those relationships which sequent year, the ratio of current assets
have been treated in both of their to current liabilities would involve a
articles.
troublesome computation. It is, however,
a fact that if the dollar figures were stated
with the index numbers beside them this
Method Advocated by Gilman
difficulty would be obviated, and the calcuThe method advocated by Gilman, lation could be made directly from the
which he describes as the index method, dollar figures.
consists simply of using each item of the
Further objections are:
first date of the series as a base, and divid(1) The index method does not provide
ing the corresponding items of the sucany angle of view beyond that
ceeding periods by it. The resulting
afforded by the dollar figures
quotients show the ratio of each item to the
themselves; it merely facilitates
base, and hence the extent of variation
comparison of the variations in
from that base.
the dollar figures by expressing
Gilman contends that this method is
such variations in terms of a
superior to the so-called ratio method, precommon denominator of 100.
viously described, in that any trends of
(2) It does not lend itself to comparaimportance, whether good or bad, can be
tive analysis of the statements of
detected easily and quickly, whereas by
different companies.
the ratio method such detection involves
(3) It to some extent implies that the
considerable study.
first or basic series represents a
The fact is that the method he proposes,
normal or an ideal condition.
while disclosing the trends of all the items
With respect to the first of these objeccomprehended in the statement, casts upon
the reader the burden of picking out those tions, it may be remarked that to a considerable extent statistical methods of
of greatest significance.
Moreover, and more important, it lays presenting information merely reduce
upon the reader the further burden of asso- masses of unwieldy data to a basis upon
ciating in his mind those items which Gil- which they may be grasped with less diffiman admits should be considered in their culty. This objection is therefore not of
relation to each other. It is questionable paramount importance.
With respect to the second objection,
if the majority of persons who may be
called upon to interpret financial state- Gilman's proposed method is stated by
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him to be intended for the analysis of successive balance sheets of the same company. He urges that the great difficulty
of obtaining reliable data with respect to
a considerable number of concerns engaged
in the same business renders of little value
the effort to develop standard or characteristic ratios with respect to various industries. It would seem, however, that
even fragmentary data of this character,
when used with judgment, are of assistance in comparing companies in the same
industry and with other common characteristics; furthermore, the difficulty
of developing characteristic ratios will
doubtless be minimized with the passage of
time.
The third objection, that the use of the
figures of the first of the series as a base
implies that such figures are normal or
ideal, is expressly denied by Gilman. Nevertheless, it is probable that the inference
would frequently be drawn that the base
figures were intended as a standard. A t
any rate, a base composed of the average
of the statements of several years would
be preferable, since any abnormalities of
a given year selected as a base would be
minimized, and distortion of the subsequent index numbers would consequently
be reduced.
Method Used by W a l l
The method explained in Wall's article
resembles that just described, in that it
makes use of the index number method
so widely employed in statistical studies.
It differs vitally, however, in that the
figures used express the changes in relationships from period to period rather than
merely the changes in the several elements
themselves.
Following is a summary of the method:
(1) The ratios are computed for each
date.
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(2) The ratios are reduced to index
numbers.
(3) The index numbers resulting from
(2) are weighted according to
their relative importance.
(1) The first of these processes requires
no elucidation; following is a brief explanation of the second and third.
(2) Using the ratios of the first date of
the series as a base, the ratio figures for
the remaining dates are divided by such
base, the resulting quotients representing
the index number of each ratio subsequent
to the base year; that is, their percentage
of the figures of the base year.
Where the increase above the basic ratio
is extreme, the following formula is used
in order that the weighted index (considered under the third process, may not
be unduly influenced:
Index number = 100+(100- Base ratio
Individual ratio
When extreme variations are controlled
in this manner, the index number, of which
the base is always 100) can under no conceivable circumstances exceed 200.
No opinion is expressed in the article
as to the point at which this control of
deviations should be introduced, although
a considerable number of the index numbers used in it were so adjusted. This
question would appear to be one requiring
much consideration and the exercise of no
little judgment.
Wall explains that in actual practice he
prefers to use as a base the average of several years' statements, since abnormalities
in one year tend to be offset in other years.
This method is undoubtedly highly desirable and is well recognized in the best
statistical practice.
(3) As a final step, in order to produce
a series of index numbers which when
totaled will summarize, in a single figure,
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the relationships which have been described, the index numbers are weighted.
Wall's explanation of the reason for and
basis of this weighting is as follows:
"As a first step in creating an index
figure came the realization that the several
ratios do not have the same analytical
value. In some special cases the value of
one or more ratios approximates zero.
For instance, in analyzing the statement
of a purely trading company having almost
no fixed assets, the ratios of which the
fixed assets are a part are almost valueless.
The question of co-relating these ratios
has been experimentally solved by assigning to them varying weights on the basis
of having the total weights equal 100
in each instance."
No opinion was expressed in Wall's
article as to the general applicability of the
weights used therein, which are shown in
Table 1. Undoubtedly there is room for
difference of opinion concerning the suitability of these weights; hence, again, as
in the matter of limiting deviations from
the base, there is necessity for the exercise
of judgment.
In general, the method advocated by
Wall recognizes fully the principle that in
analyzing a financial statement the relative proportions, rather than the absolute
size, of the various elements are of paramount importance. Therefore, by its first
step, the ratios expressing such relative proportions are computed and a point in advance of that finally attained under Gilman's method is achieved. The next step,
in effect, expresses the variations during
subsequent periods from the ratio of the
period or periods treated as a base, and is
of value principally as a necessary preliminary to the final step. The final step
applies judgment to the figures and produces a result which indicates from year to
year the position of the business on the
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whole. If the judgment be well-considered
and sound, the indicator obtained by this
method will be valuable; should it be illconsidered and unsound, it may be worthless, or, if relied upon unreservedly without
examination of the details, even dangerous.
It should be noted, also, that in selecting
appropriate weights for the several ratios
which are combined in the final composite
index, recognition should be given to the
difference in viewpoint between a company's management, a prospective creditor,
and a prospective investor.
In general, the plan described by Wall
may be said to apply the statistician's
method of analyzing and condensing data
to the problem of financial statement
analysis. If extended so as to include
adequate consideration of operating and
profit and loss elements, it undoubtedly
produces a reasonably comprehensive and
sound analysis.
Bliss's Method of Analysis
Most of the ratios advocated by Bliss
and the basis of their computation are
indicated at the beginning of this article.
Several conspicuous points of difference
as compared with the ratios discussed by
Gilman and Wall are apparent. In the
first place, as pointed out elsewhere,
neither of them has introduced any operating element other than sales. Further,
in considering strictly balance sheet relationships (those not involving sales or
profits), Bliss computes the ratio of each
asset or liability item to total assets or
liabilities rather than to some other individual item. Thus, instead of computing the ratio of net worth to fixed assets,
the ratios of net worth to total liabilities
(including capital) and of fixed assets
to total assets, respectively, are computed.
Table 1 shows the weights assigned by
Wall to the various ratios and the some-
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what different weights suggested by the
writer as suitable in a general way for use
with certain of the ratios, advocated by
Bliss, which in the opinion of the writer
are superior. The effect of the use of these
different ratios and weights is also shown
when applied to the published reports of
a widely known industrial company.
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When computing the composite index,
it is desirable that the increase of any
constituent ratio should denote a favorable
tendency; therefore the ratio of total
assets to fixed assets (total assets
fixed
assets) is used, rather than that of fixed
assets to total assets. For the same reason,
the ratio of sales to accounts receivable is
employed
rather than the number of
TABLE 1
PROPOSED WEIGHTS
average days' sales represented by accounts
WRITER
RATIO
WALL
receivable. In both cases this represents
25
Current assets to current liabilities.
25
20
Net worth to debt
an enforced departure from the more logical
Net worth to total capital employed
15
statement
of the ratios which is exhibited
Net worth tofixedassets
15
Total assets to fixed assets
in Table 2.
10
Sales to accounts receivable
10
5
Where financial statements are analyzed
Sales to inventory
10
10
Sales tofixedassets
15
10
by the method described, the task of a
Sales to net worth
5
person examining them is greatly lightened.
Profits from operations to sales. ..
10
Net income to net worth
15
He is relieved of the necessity of deciding
which relationships in the statement he
100
100
Total
should consider. That decision is made
COMPOSITE SUMMARY INDEX RESULTING FROM USE OF for him. Moreover, he is enabled, by
ABOVE RATIOS AND WEIGHTS
merely glancing at the final index, to reach
(Based upon data in Table 2)
1919
98.1
100.3
a conclusion as to the condition of the
108.2
1920
101.9
business which is based upon scientific and
100.0
89.6
1921
84.6
92.9
1922
detailed analysis.
104.6
1923
99.9
The computation of the index numbers
108.2
Highest
101.9
Lowest
92.9
84.6
and the subsequent weighting of them
23.6
9.0
according to relative importance are largely
In arriving at these figures extreme in the nature of statistical mechanics.
variations of the index numbers are ad- Figures are produced which are so unlike
justed in only two instances, the index the original data upon which they are
numbers representing the ratio of net based as conceivably to be baffling to the
income to net worth for 1920 and 1923, non-technical reader. It is therefore de147 and 141, respectively, being adjusted sirable, in most cases where general use is
in the writer's figures by using the formula to be made of the analysis, to show the
previously described, to 132 and 129. The original data with the ratios as computed
ultimate effect of these adjustments is to by the first process and with the final comreduce the summary index for those years posite index.
from 110.4 and 106.4 to 108.2 and 104.6,
Business executives are justly inclined to
as shown.
be impatient of mere questions of method,
In computing the ratios and indices, whether accounting or statistical; hence
the average figures for 1919, 1920, and analyses of financial statements for their
1921 have been used in order to facilitate purposes should not be burdened with
comparison of the summary index result- figures showing intermediate steps in the
ing from the use of the different ratios and process of analysis.
weights, though in Wall's article the single
It is thought that the proposed index is
year 1919 was taken as the base.
superior to that proposed by Wall prin-
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cipally because commensurate importance
is given in the former to operating and income elements. It is considered that the
fluctuations in its business and condition
were in fact as considerable as indicated
by he range of 23.6 per cent, and this
view would appear to be supported by the
fact that the mean of the high and low
prices on the stock exchange of the company's common stock varied over the
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period of five years to approximately the
same extent, namely, 24 per cent.
As has already been stated, opinions
doubtless will differ as to the suitability
of the weights which have been used. It
is submitted, however, that appropriate
weights are capable of determination, and
that, this being accomplished, the use of
the resultant composite index as in Table
2 is desirable.

TABLE 2
X Y Z Company
Summary of Balance Sheets and Income Statements
(Showing Analysis for General Business Purposes by Combination of Ratio and Index Number Methods, Including
Composite Index Based Upon Table 1)
ASSETS

LIABILITIES AND CAPITAL

Total debt

Balance sheet relationships:

1919.
Amount
%
$ 88,193
3.7
226,797
9.6
357,305
15.1

CONDENSED INCOME ACCOUNT

1921.
Amount
%
$ 63,643
2.7
241,504
10.3
264,284
11.4

1922.
Amount
$ 87,231
220,707
204,265
$ 512,203

$ 672,295

28.4

$ 702,370

28.9

$ 569,431

24.4

$1,573,662

66.5

$1,606,759

66.1

$1,644,795

70.3 $1,631,579

$ 119,925

5.1

$ 121,418

5.0

$ 124,879

$2,365,882

100.0

$2,430,547

100.0

$2,339,105

$ 157,071
568,728
167,552

6.7 $ 156,745
554,828
24.0
186,036
7.1

6.4
22.8
7.7

$

5.3

%
3.7
9.4
8.8

1923
Amount
$ 95,799
270,758
222,038

21.9

$ 588,595

24.3

69.7 $1,639,159

67.7

$ 196,871

8.4

$ 193,129

8.0

100.0

$2,420,883

100.0

5.7
21.8
8.0

84,249
540,706
195,741

3.6
23.1
8.4

$

98,754
539,582
193,695

4.2
23.1
8.3

$ 137,403
527,035
194,211

$ 832,031

35.6

$ 858,649

35.5

64.4 $1,562,234

64.5

$ 893,351

37.8

$ 897,609

36.9

$ 820,696

35.1

62.2 $1,532,938

63.1

$1,518,409

64.9 $1,508,622

$2,365,882

100.0 $2,430,547

100.0

$2,339,105

100.0 $2,340,653

$ 515,224
218.82

$ 545,625
230.70

$ 485,182
227.84

$ 413,449
225.92

100.0

$2,420,883

449.0%
66.1%
36.9%
63.1%

676.0%
70.3%
35.1%
64.9%

519.0%
69.7%
35.6%
64.4%

428.0%
67.7%
35.5%
64.5%

$1,448,558
92.0%
61.3%

$1,755,477
109.3%
72.1%

$ 986,750
60.1%
42.2%

$1,092,698
67.0%
46.7%

$1,571,414
95.8%
64.8%

$6.38

$6.80

$4.08

$4.95

$5.80

24

20

24

19

$1,300,886
89.8%

$1,563,754
89.1%

$ 939,720
95.2%

$1,032,958
94.5%

$1,407,097
89.5%

Profits from operations
Ratio to sales
Ratio to total capital employed

$ 147,672
10.2%
6.2%

$ 191,723
10.9%
7.9%

$

47,030
4.8%
2.1%

$

59,740
5.5%
2.6%

$ 164,317
10.5%
6.8%

Net Income
Ratio to sales
Ratio to net worth at first of year

$

$ 109,694
6.3%
7.5%

$

36,617
3.7%
2.4%

$

39,653
3.6%
2.6%

$ 108,707
6.9%
7.2%

Ratio to sales

Composite Summary Index (Base, 100, equals
average for three years 1919, 1920, 1921)..

19

76,795
5.3%
5.3%
100.3

108.2

89.6

84.6

100.0

$ 451,192
236.46

428.0%
66.5%
37.8%
62.2%

$ of sales per $1.00 of inventory
Average days' sales represented by accounts
receivable

%
4.0
11.2
9.1

100.0 $2,340,653

$1,472,531

*Total debt to total liabilities and capital. .
*Net worth to total liabilities and capital. .

Sales
Ratio to fixed assets
Ratio to total assets

1920.
Amount
%
$ 138,725
5.7
258,363
10.6
305,282
12.6

104.6

The manner in which the company's assets are invested and the sources from which its capital is drawn are indicated by the percentages shown
against the various balance sheet items. The ratios marked (*) consequently appear in the balance sheets; they are repeated below for emphasis.
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Suggested Method of Analysis
Table 2 presents an analysis of the financial statements under consideration, in a
form thought to be the most practical for
general business purposes. In general,
this presentation is of the sort advocated
by Bliss, though the composite index
(taken from Table 1) is an additional
feature.
The details of net worth, as between
various classes of capital stock, appropriated surplus, and free surplus, have not
been stated, as these details are not germane to this discussion. In practice,
however, they should of course be shown.
The opinion that this form of analysis is
the most practical for general purposes is
based upon the fact that the original dollar
figures appear, that the ratios shown bear
obvious relation to such figures, and hence
are not difficult to comprehend; that the
ratios may be compared easily from year
to year without being more vaguely expressed through the use of index numbers;
that the ratios may be compared with
those of other companies; and finally that
the principal value of the statistical methods described is conserved by the use of the
composite index.
The subject of analysis of financial
statements is admittedly one which will
require much further study before wholly
satisfactory standards therefor may be
established. These comments and suggestions are, therefore, put forth not as
dogma, but by way of continuing the discussion of a subject of current importance
and interest.
New Office i n Brooklyn
The firm announces, as of December 1,
the opening of a practice office in Brooklyn,
New York. It is hoped that this, our third
New York office, will bring us into closer
contact with our Brooklyn clients. The

November

office will be located at 187 Joralemon
Street. M r . H . S. Frost, who for many
years has been associated with our New
York Broad Street office as a member of
the staff and later as manager, will be
manager of the Brooklyn office.

Systems Conference

A

C O N F E R E N C E of those in charge
of system work representing a number of the practice offices in the East was
held in the executive offices on October 22,
23, and 24, during the annual business show
in New York. The conference was led
by M r . C. M . Doiseau, of the systems
division of the technical procedure department.
Considerable time was devoted to discussion of the fundamental principles
underlying the devising and installing of
accounting systems. Stress was placed on
the duty which we have to our clients to
draw their attention to defects in their
accounting systems or schemes of organization and internal control which will
permit dishonest employes to perpetrate
and conceal irregularities.
Approximately half of the time was
spent in visiting the business show, and
in attending demonstrations of the operation of various mechanical devices available for use in connection with accounting
systems. The participants were impressed
with the fact that while it is of prime importance to keep fully informed as to the
continuous developments in this field,
mechanical devices are to be regarded
merely as means to an end, not the end
itself.
A similar conference of representatives
from practice offices in the Middle West
will be held in Chicago on November 19,
20, and 21, at the time of the annual
business show there.
PRESS OF WILLIAM GREEN, NEW YORK
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Common Understanding
A C C O U N T A N C Y is not without its
share of this world's grief which is
the result of misunderstanding. The newness of the profession, lack of knowledge
due to inexperience, the efforts of wellmeaning individuals with a common purpose but often diverging views, of necessity must cause a certain amount of milling around, so to speak, before the profession finds itself.
The functions, duties, and responsibilities of public accountants have been discussed frequently and at length in general
terms designed to acquaint the public with
the place which accountancy pretends to
occupy. Specific attempts, by the score,
have been made to get closer to related
interests and make clearer to such interests what public accountants are trying
to do. Unfortunately, every now and
then, it appears that these efforts have
been somewhat in vain. One of the
reasons for this, seemingly, is that accountants have not realized the necessity of
defining and differentiating the various
classes of service which they render.
That even broad, general classification
of accountancy services results in at least
thirteen classes, may be learned with
surprise. That the concepts of various
individuals differ widely with regard to

service in some of these classes probably
will be less surprising. Where may two
accountants be found who will agree as
to what is comprehended in a so-called
balance sheet audit? How many clients
know that a balance sheet verification
will not disclose fraud concealed by falsification of the books and records? How
many bankers know that a report on a
limited examination must be taken at its
face value and is not a certified general
audit report?
Perhaps the cure for this tangle of
ignorance, misconception, and obscurity
lies in the distant future. An immediate
step in the direction of getting out of the
muddle seems to consist in having some
authoritative accounting body classify,
define, and differentiate the various types
of accountancy service. The succeeding
step should be to promulgate the result
for the guidance of the profession, for the
information of the business public, and
in the interest of a fair understanding on
the part of those who have occasion to
utilize the services of public accountants.
Common understanding as to what accountants undertake to do should go far
in eliminating many of the troublesome
situations which otherwise are bound to
arise in public practice.
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Sarah Isabelle Bolles
R E P O R T E R from the Bulletin called
A
on Miss Bolles to interview her on
the occasion of her twenty-fifth anniver-

the Chicago office for assignment. At
any rate, Miss Bolles maintains that
the Chicago office gave the first impetus
sary with the firm. We found Miss Bolles to her march of progress, which we think
in the midst of a profusion of flowers, gifts, stands out as distinctly unique in the
telegrams, and admirers, blushing and romantic stories of women in business.
Miss Bolles has
radiant with joy, but
achieved
the pinnacle
for once disconcerted
of
success.
Proband extremely selfably,
she,
in
the
early
conscious.
days,
little
realized
We learned, after
the magnitude of the
jostling our way
undertaking.
No
through the throng
one
could
foresee
the
of friends who were
unprecedented develwaiting to congratuopment and expanlate her, that Miss
sion of the firm. No
Bolles was born on
one could tell of the
July fourth; not that
joys and sorrows
our question was at
which would line the
all pertinent, but
way. But with stout
twenty-five years
heart and courageous
seemed to us such a
vision Miss Bolles has
long time that we
developed her position
couldn't help thinkas well as developing
ing what a young
with the position.
tot she must have
The
span of
been when she astwenty-five years has
sumed the role of
been a long span. It
"Lady Helpful to
Underwood & Underwood Studios, N . Y .
has seen m a n y
Everybody."
Sarah Isabelle Bolles
changes. It has been
On November 8,
filled with all kinds
1900, when Miss
of experiences.
It
Bolles began her long
tour of duty, the firm was located at 30 has necessitated patience, tact, perseBroad Street, New York. Five rooms on verance, tenacity of purpose, and an abunthe eighth floor constituted the public dance of good nature. A l l of these, and
offices. One room on the eleventh was more, Miss Bolles has supplied.
for the typists and accountants. Mr.
With a heart of gold which beats,
Haskins and Mr. Sells were the only mem- apparently, for only one sweetheart,
bers of the firm. M r . Cook was the namely, the firm of Haskins &. Sells, we
stenographer. Miss Bolles became assist- hope Miss Bolles will receive us as graant stenographer, shortly after to succeed ciously as she did at this interview, when we
Mr. Cook, when either Miss Bolles, or congratulate her (and try to find out the
something which happened in Chicago, date of her birth) on the occasion of her
made it necessary for Mr. Cook to go to fiftieth anniversary.
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Honest But Dumb
P A R A P H R A S I N G a common slang expression, one of our banker friends
recently characterized a certain firm of
accountants as being, in effect, honest but
dumb. The occasion for this remark was
a failure on the part of the accountants to
discover fraud which was alleged to have
existed and been concealed over a period of
several years, during which time the accountants were making periodic examinations.
When the alleged shortcomings on the
part of the accountants were reduced to a
basis of fact, it appeared that they had
been engaged to perform, and did perform,
service which is specifically described as a
limited examination. A l l that was contemplated by the client, and all that was
done by the accountants, was to verify
certain asset and liability balances according to the records, which latter were not
verified, following which there were prepared from the books, without further
verification thereof, statements setting
forth the financial condition at a given
date and the results of operations for a
period ended the same date.
The accountants' report was clear and
specific as to the service performed, and in
the mind of anyone qualified to judge a
report of this character, granting that such
person had taken the time to read the
report, should have left no doubt as to the
character, scope, and results of the examination. However, bankers frequently contend, as was contended in this case, that
accountants are not justified in accepting
engagements of this type and rendering
reports of this character. This question
is moot in the extreme, and probably will
not be settled for some time to come.
The case just cited raises a question as
to whether or not clients understand fully
the kind of service they are to receive when,
by arrangement with public accountants,
they seek accountancy service. It is somewhat doubtful also if accountants them-

selves always are sure and clear in their
minds as to just what the different types
of service comprehend. Many firms of
practitioners, doubtless, have been going
on for years without stopping to define
and differentiate the classes of service
which they perform, and without making
clear to clients just what the clients have a
right to expect in connection with the
different classes of service.
Accountants, perhaps, are too prone to
go blissfully on, taking for granted that
definitions are unnecessary, until some unpleasant experience demonstrates the need
for a definite understanding. As evidence
of the fact that accountants themselves
appear not always to be clear on the subject, engagement memorandums occasionally are received which describe the service
to be performed as a "balance sheet audit
for the year ended," etc.
In a case of this kind, were a shortage
later to be discovered by the client and
proved to have been concealed by falsification of the books at the balance sheet date,
there is little question but that the client
would hold the accountants morally responsible for not having discovered the
irregularity. The point here is that it
should be explained thoroughly to clients
who desire a balance sheet verification that
the accountant does not undertake to
detect any fraud concealed by falsification
of the records, since a balance sheet
verification does not contemplate verification of the records. It should be made
clear, however, that the accountant does
undertake to discover shortages in which
concealment is attempted through misrepresentation of the balances. In other
words, the accountant should discover
fictitious checks or vouchers in the cash,
or shortages concealed by manipulation of
bank reconcilements, but is not expected to
discover shortages concealed by misfooting
the cash book. Frankly stated, a client
who wants assurance that no fraud exists
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and is being concealed should have a
general audit which contemplates, not only
verification of balances, but transactions
during the period and verification of the
records.
This discussion opens up the whole subject of classification, definition, and differentiation of services which accountants are
called upon to perform, and serves to
afford reference to our service classification
recently promulgated to practice offices.
In this, services have been divided into
thirteen classes as follows:
(1) General audits,
(2) Balance sheet verifications,
(3) Cash audits,
(4) General examinations,
(5) Limited examinations,
(6) Investigations,
(7) Preparation of statements,
(8) Tax engagements,
(9) General accounting systems,
(10) Cost systems,
(11) Bookkeeping and accounting
engagements,
(12) Opinions,
(13) Miscellaneous.
Briefly described, a general audit comprehends verification both as to balances
and as to the accuracy of the records, of
assets, liabilities, capital, and surplus, as
of a given date, and of the cash receipts
and disbursements, income, expense, and
miscellaneous profits and losses for a
current period ended on the same date,
together with the preparation of an audit
report, with or without certificate.
The balance sheet verification is of a
more restricted nature, comprehending the
verification as of a date of the assets, liabilities, capital and surplus, according to
balances shown by the records, with such
examination of the records—supplemented
as to certain items, when occasion requires, by certification of persons in
authority—as is necessary to substantiate
the assets as stated and afford reasonable
assurance that there are no liabilities
(actual or contingent) other than those

December

disclosed, together with sufficient review
of the operations, according to the records,
to test the stated financial conditions;
and the preparation of a report, with or
without certificate. This type of service
does not contemplate the detection of
fraud concealed by falsification of the
records.
The cash audit comprehends verification
of all receipts and disbursements for which
an accounting should have been made
during a period, of the accuracy of the
cash records, and of the balance at the
end of the period, together with the preparation of a report, with or without certificate. It should be noted that this type
of engagement involves more than a mere
verification of receipts and disbursements,
and of balances according to the cash book.
It includes not only a verification of the
cash book, but an examination of collateral
records in order to determine that all cash
which was received has been entered in the
cash book.
A general examination usually involves
verification as of a given date, of the
assets, liabilities, capital and surplus according to balances shown by the records,
with such examination of the records—
supplemented as to certain items, when
occasion requires, by certifications of persons in authority—as is necessary to
substantiate the assets as stated and
afford reasonable assurance that there are
no liabilities (actual or contingent) other
than those disclosed; the preparation of a
report, containing a balance sheet or
balance sheets, with or without certificate,
and a statement or statements of operations, with or without verification, covering a period of one or more years. This
type of engagement usually arises in connection with financing, mergers, consolidations, or purchases and sales of companies or properties, and is distinguished
by a report in which particular attention
is given to classification in the statements
and to appropriate information in the
•comments, with a view to meeting the
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requirements of financial interests con- the firm. In cases where it is necessary
cerned with issues of securities.
to include in a report containing stateLimited examinations involve partial ments which have been verified, any
or complete verification of certain assets statements which have been prepared
and liabilities, or of certain operating from the face of the books without veritransactions, and the preparation of finan- fication, or with only partial verification,
cial statements from the books without such statements must be so marked, under
further verification. This type of engage- the descriptive heading and at the bottom,
ment demands a report (without certifi- as clearly to indicate that they were precate and without comments, except such pared from the books without verification,
as are embodied in the presentation) in or with only such verification as is indiwhich the service is referred to in the cated opposite the respective items, deopening paragraph of the presentation as pending on the situation.
a limited examination, and assertion is
Tax engagements include preparing or
made therein to the effect that, in accord- reviewing tax returns, contesting or proseance with instructions, only certain ac- cuting tax claims, and preparing and rencount balances according to the records dering opinions on tax matters.
have been verified. The presentation also
General accounting systems include conmust set forth that the statements are ducting surveys and devising and installing
not certified, and must explain as to each systems of account or of record.
item the scope and results of the verificaCost systems include conducting surveys
tion. The statements must be so marked, and devising and installing cost finding
under the descriptive heading, as clearly systems.
to show that they were prepared from the
Bookkeeping and accounting engagebooks with only such verification as is ments comprehend the preparation and
indicated opposite the respective items; recording of bookkeeping entries, acting
each item must be marked to indicate as bookkeeper, auditor, or comptroller,
whether or not it was verified, and if etc.
partially verified, such fact must be indiOpinions include preparing and rendercated, together with reference to the ing opinions having to do with accounting
presentation which will show the scope and financial matters.
and results of the verification; and there
The miscellaneous class includes all other
must be a footnote to each statement to engagements not comprehended in the
the effect that the statement must be foregoing, such as acting as liquidating
considered in the light of the accompany- trustee, acting as arbitrator in accounting
ing comments.
controversies, acting as umpire in accountInvestigations involve inquiry into speci- ing disputes, giving testimony in court,
fic financial or other activities or phases, rendering advice in accounting matters,
according to the records, rather than a instructing bookkeepers, checking stategeneral review of the accounts, together ments, etc.
with preparation of a report.
The promulgation of this classification
The class of engagement designated as should result in clarifying the mind of
preparation of statements from the books everyone in the organization as to the
or records without verification necessi- service undertakings of the organization,
tates the use of unwater-marked paper, afford a basis for definite understanding
bound (if at all) in a plain back, without with clients as to what each type of service
any indication, in the statements them- contemplates, and when properly referred
selves or in anything attached to the to in the first paragraph of the presentation
statements, that they were prepared by page of reports should leave no doubt as

94

HASKINS & SELLS

to what service was performed. Thus, it is
to be hoped we may avoid the opprobrium
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of being characterized as "honest but
dumb."

Add One More Complication
A P I T A L stock without par value no
C
longer can be said to be a novelty.
Since the State of New York first author-

ized its issuance in 1912, well-nigh countless corporations have availed themselves
of the non-par stock laws existing in various
states, now numbering over thirty. The
principle has been applied to all kinds of
corporations and all classes of stocks. In
current stock offerings the assignment of
par value seems to be the unusual procedure rather than otherwise.
And yet withal, the entire gamut of
non-par stock problems apparently has not
been run. This seemingly simplest of devices, when applied to the complexities of
modern financing, continues to create unanticipated situations, and to furnish
abundant material for rumination. The
following case, involving both common and
preferred stock without par value—a frequent cause for confusion—is an interesting
example.
An individual was an original subscriber
to the capital stock of a corporation recently formed to acquire the assets and
purchase the good-will of a well-known
large industrial concern.
The authorized capital stock of the company in question consisted of preferred
stock, without par value, entitled to cumulative dividends at the rate of seven dollars
per share annually, redeemable in case of
liquidation, or prior thereto at the company's option, at one hundred five dollars
per share; and common stock, also without
par value.
The preferred stock was issued for one
hundred dollars per share, and each share
carried "as a bonus" one share of common
stock. The entire capital stock was issued
almost wholly against the company's earning capacity, as represented by its goodwill, since bonds were sold practically to the

limit of the equity in its net tangible assets.
The individual mentioned thus acquired
an equal number of preferred and common
shares on the basis described. Several
months later he disposed of his common
stock at a price of approximately thirtysix dollars per share. And now, in attempting to ascertain, for income tax purposes,
the gain or loss resulting from the transaction, he finds himself confronted with a
perplexing question: how much did his
common stock cost him?
The terms of the original offering, as
stated, were a price of one hundred dollars
per share of preferred stock, the purchaser
of each preferred share receiving "as a
bonus" one share of common stock. Under
the circumstances, however, it manifestly
is unfair to preserve this fiction, and to
maintain that the subscriber's preferred
stock cost him one hundred dollars per
share, and that his common stock cost him
nothing. The transaction should be regarded in its entirety. The subscriber paid
one hundred dollars, and received therefor
two shares of stock, one preferred and one
common, without par value. The problem
then is to apportion the purchase price
between the two.
Reference to the company's published
balance sheet at the commencement of
business proves unenlightening. As has
been stated, the capital stock was issued
almost entirely against earning capacity,
as represented by good-will. In the balance sheet, however, apparently because
of conservatism, good-will is shown at the
nominal amount of one dollar. Correspondingly, preferred stock outstanding is
stated nominally at one dollar per share,
and common stock outstanding at ten
cents per share. There remains a small
capital surplus, after eliminating from the
proceeds of capital stock sales all but one
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dollar of the good-will, and after setting
up the shares outstanding at the nominal
amounts stated. Obviously, therefore, it
is impossible to determine the actual value
of the common stock at the commencement
of business by reference to the company's
balance sheet.
It appears that market dealings in the
common stock immediately after its issuance would furnish an index as to its
generally accepted value at that time,
which could be used as approximating its
cost to the original subscriber. Reference
to stock market quotations shows that the
preferred and common stock were sold on
the exchange on a "when issued" basis in
units consisting of a share of each, for a
period of approximately a month after the
offering was made. The price circled
around one hundred. When the warrants
appeared, the preferred and common shares
were listed separately. The former opened
at seventy-four and a fraction, and the
latter at twenty-five.
The indication, therefore, is that general
opinion considered a share of preferred
stock worth approximately seventy-five
dollars, and a share of common stock
approximately twenty-five dollars at the
time of issuance. It seems fair to divide
in this ratio the hundred dollars representing the cost of the two shares to the original
subscriber. On this basis, there would be,
in the case at hand, a profit of eleven
points per share resulting from the sale of
the common stock.
The moral to be derived from this incident is that the removal of par value from
a share of stock may involve more complications than at first appear. At any
rate, capital stock without par value demands clear and lucid treatment in the
balance sheet of a corporation, in order that
the pertinent facts concerning the net
equity readily may be ascertained.
Book Review
Pacioli, Lucas.

A Treatise on Double-
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entry Bookkeeping. Translated by Pietro
Crivelli, F.C.R.A. (Harper & Brothers,
New York, 1925. 125 p.)
Harper & Brothers have performed an
educational and meritorious service in
bringing to this country an English reproduction of Pacioli's Double-entry Bookkeeping. Pacioli, usually credited with
having invented double-entry bookkeeping,
whether or not entitled to that credit, is
the first one known to have written about
the subject, having brought out his book
at Venice, Italy, in 1494. The book was
translated into English from Italian, by
Pietro Crivelli, for the Institute of Bookkeepers, Limited, London, and has been
reproduced by Harper & Brothers.
The book is of interest to the accountancy profession, notwithstanding its didactic character, because it shows the
origin of some of the theory on which
modern bookkeeping methods are based.
It is a book with which to sit down and
spend an hour or two of enjoyment, as
well as one from which profit may be derived.
Pacioli's style is quaint but clear, and
there is a note of drollery here and there
which is somewhat fascinating. For example:
"If you should desire you may include
with these household expenses all extraordinary expenses, which you do not usually take notice of, that is, when you spend
money in playing various kinds of games,
or money or things which you might lose,
or may be stolen from you, or lost at sea
or through fires, etc., for all are intended
to be extraordinary expenses, which, if you
desire you may keep separately, as many
persons do, in order to know clearly at
the end of the year how much they have
spent as extraordinary expenses, and in
which should also be included gifts and
presents that you may make to anyone for
any reason."
Without presumption, it may be said
that the book should find a place in the
personal library of every accountant.
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We note with pleasure that Messrs. H . S.
News Items
Chapin,
W. F. Avery, and W. V. D. Bayer,
Colonel Carter is chairman of a special
of
our
New
York Broad Street office, and
Committee of the American Institute of
Mr.
E
.
L
.
Kincaid,
of our Newark office,
Accountants on Financing the Bureau of
were
successful
in
passing
the June C. P. A .
Public Affairs. Mr. Wildman is chairman
examination
of
the
State
of New York.
of the Institute's Committee on Education
for the ensuing year.
Mr. Arthur M . Lovibond, manager of the
Mr. C. M . Doiseau led a conference of European offices, together with Mr. Wilsystems representatives from the middle liam Ernest Seatree, of Price, Waterhouse
western practice offices in Chicago on & Co., attended, on behalf of the American
November 19, 20, and 21. Problems re- Institute of Accountants, the meeting of
lating to the development and execution the International Chamber of Commerce
of systems engagements were discussed held at Brussels during the week of June 21.
and visits were made to the Chicago busiMr. Frank L . Hammond, manager of
ness show.
our
Birmingham office, recently addressed
We have pleasure in announcing that
the
annual
meeting of the Alabama Society
Mr. J . M . Neumayer, of Saint Louis, and
of Certified Public Accountants on the
Mr. B. A . Padon, of Shanghai, have been
subject of "Budgeting."
appointed managers of their respective
offices.
Mr. Gordon M . Hill, assistant manager
Mr. Pearce C. Davis, manager of our at New Orleans, has been elected a member
Seattle office, has been elected vice-presi- of the Executive Board of the Society of
dent of the Washington Society of Certified Louisiana Certified Public Accountants,
Public Accountants for the coming year. and is chairman of the Tax Council.
Mr. W. M . Trant, manager of the Denver office, was elected a director of the
Colorado Society of Certified Public Accountants at a recent meeting, and was
appointed chairman of the Attendance
Committee. Mr. T . H . Lawrence has been
appointed chairman of the Society's Legislative Committee.
An address on the subject of "Recent
Tendencies in Accounting" was delivered
by Mr. R. W. Peters, manager of our
Watertown office, before the Commercial
Section of the Jefferson County Teachers
Association, at its recent annual meeting.
Mr. W. E. Nissen, manager at Salt Lake
City, recently has been elected to membership in the Utah Association of Certified
Public Accountants, and has been designated as state representative from Utah
for the American Society of Certified
Public Accountants.

Mr. G. P. Auld, of the New York Broad
Street office, spoke on various phases of
the Dawes Plan, before the Kiwanis Club
of Providence, on November 4.
Mr. Henry W. Welsch, of our Chicago
office, has been elected to membership in
the American Institute of Accountants.
Mr. Vernon Thompson, of our Los
Angeles staff, is to be congratulated on his
recent attainment of the California C. P. A .
certificate.
We have pleasure in announcing that
M r . Thomas M . Griffin, of our New York
Thirty-ninth Street office, is the recipient
of the Elijah Watt Sells scholarship at
New York University School of Commerce,
Accounts and Finance for the ensuing year.
M r . Griffin also held the scholarship during
the past year.
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